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Financing Post-Secondary Education 


Editorial Foreword 


The Commission on Post-Secondary Education in Ontario was required by its terms 
of reference ‘‘to consider, in the light of present provisions for university and other 
post-secondary education in Ontario, the pattern necessary to ensure the further 
effective development of post-secondary education in the province during the 
period to 1980, and in general terms to 1990... .’’ Among other particular matters, 
the Commission was instructed to study and to make recommendations on ‘‘the 
costs, allocation of resources and methods of financing for post-secondary 
education in Ontario as related to the attainment of equality of educational 
opportunity and as related to the resources of the Province.”’ 


Perhaps no other aspect of post-secondary education has attracted more attention 
in recent years than this financial one. The growth and proliferation of 
post-secondary educational institutions since World War ||, the growth of the 
government's role in financing the cost of these institutions, the discussion of the 
contribution of education to the country’s economic growth, and the question of 
the appropriate distribution of the costs of post-secondary education within society 
all have either direct or indirect associations with any discussion of its financing. 


The Commission's preliminary consideration of this topic yielded an appreciation 
of the complexity of the financing issues, but also led it to the view, expressed in its 
statement of issues (Post-Secondary Education in Ontario: A Statement of Issues, 
page 13), that ‘in spite of all claims to the contrary, we believe that the basic issues 
facing post-secondary education in Ontario are not financial, though they certainly 
have financial implications.’’ With respect to these financial implications, the 
Commission subsequently focussed its attention upon two main questions: how 
should the burden of the financing of post-secondary education be shared between 
the government and the individual, and how should the distribution of the burden 
be administered ? 


A large amount of published material was available to the Commission on this 
topic, some of which was referred to in the Statement of Issues. Time and cost 
considerations did not appear to warrant launching another primary research 
project in this area, but at the same time it was apparent that the discussion of the 
topic within the particular Ontario context would be greatly facilitated if the 
pertinent material could be assembled and organized for easier reference. It was also 
evident that it would be useful to examine in a practical way the implications of the 
more plausible. alternative financing schemes that had been proposed in this 
literature. 


To these ends the Commission invited qualified parties to submit tenders on a 
background study which had as its principal objectives a review of the present 
system of financing post-secondary education in Ontario, a survey of alternative 
financial schemes, and an estimation of the implications of all these methods 
through the use of carefully constructed numerical modelling techniques. The 
contract for such a study was awarded on a competitive tendering basis to Systems 
Research Group of Toronto, a firm that has specialized in the development of 


scientific techniques for use in planning and management within the public sector. 
This organization has been heavily involved in the development and application of 
computer-based simulation models and information systems for educational and 
health institutions both in Canada and the United States. The execution of the 
study, now published here, was much facilitated by the earlier work done by 
Systems Research Group for the Commission and published as the Cost and Benefit 
Study in this series. The latter investigation yielded a ‘‘base case”, in the form of 
the school year 1968-69, which was used as a reference point against which to 
model the implications of the alternative financial schemes described in the present 
study. The reader is strongly advised to consult the Cost and Benefit Study when 
considering the analysis set out here and particularly when reading Chapter II. 


The reader’s attention is also drawn to the fact that the authors of the present 
study had to build in a number of important assumptions, especially assumptions 
about the demand response of students to changes in tuition levels, loan and grant 
terms, repayment arrangements and other parameters which could only be 
quantified on the basis of the researchers’ judgement or intuition. This was 
necessitated by the shortcomings of the empirical data currently available 
on such subjects. The researchers have attempted to make these assumptions — 
explicit, but it is important to be aware of the extent to which relatively modest 
changes in some of these values would affect the outcome of the analysis and the 
inferences to be drawn therefrom. 


The conclusions reached by the authors of this study and their summary of its 
results are set out in Chapter VII. These findings; along with the demonstration of 
the feasibility of the type of analysis that underlies them, will contribute to the 
public’s understanding and discussion of the recommendations which the Com- 
mission has made in its Draft Report on the subject of financing. However, the 
opinions and conclusions contained in this study are solely those of the authors, - 
and the publication of the study does not necessarily mean that all or any of these 
opinions and conclusions are endorsed by the Commission. 
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CHAPTER <1 


Introduction 

The financing of post-secondary education has become a 
key issue not only in Ontario but generally throughout 
North America. The rapid expansion of post-secondary 
education in Ontario has resulted in an escalation of 
costs required to provide these services. The educational 
sector faces a contradictory set of pressures as expendi- 
tures come under sharper criticism from taxpayers, yet 
the demand for education is rapidly increasing and the 
opportunity to attend a post-secondary institution is 
being viewed as a "right" rather than as a privilege. 

Social consciousness has been aroused to the point 
where financial barriers are being viewed as unacceptable 
hurdles to entrance into post-secondary education and, in 


fact, the validity of any restriction is being questioned. 


Traditionally, post-secondary education has been viewed as 


an "investment" decision from which the graduate received 
benefits in the form of better jobs, increased earnings, 
or an improved life style, while society benefitted 
through increased tax yields, a more educated and more 
rational society, and increased numbers of graduates. The 
investment viewpoint on post-secondary education is being 
questioned and the argument that education is a "consump- 
tion commodity," consumed by participants without refer- 


ence to investment returns, is being raised. 


The two alternative approaches to defining the economic 
nature of education have fundamentally different impacts on 
the nature of financing post-secondary education./ If 
education is a purely consumption commodity, then there 
would seem to be little economic rationale for public 
subsidy; if education is an investment good, it bestows 
economic value on participants, affects the size and 
distribution of income and wealth in society, and should, 
therefore, receive some form of public subsidy) As might 
be expected, education is neither pure investment nor 
pure consumption, and its hybrid nature adds some concep- 
tual confusion to the economic question of efficient 
resource allocation through public finance. 

Ontario has evolved a system of financing post-secondary 
education over several decades. In some respects this 
system is working well, but in others it leaves much to be 
desired. In the past few years many people have addressed 
the question of designing improved methods for financing 
post-secondary education. The result is a number of 
alternative schemes that are either in operation, or are 
only in the proposal stage. The purpose of this study will 
be to investigate the alternatives and recommend means of 
improving the method of financing post-secondary education 


in Ontario. 


B.-A History of Financial Aid to: Students in Ontario?” 
Although at present the general public views post- 


secondary education as desirable, there does not appear to 
be consensus on the methods of financing this support.  To- 
day, federal, provincial and private sources provide 
Support in a variety of forms, such as loans, grants and 
scholarships. General public support was not always forth- 
coming in education and the system of support which exists 
today is a patchwork quilt, whose historical evolution 
must be traced before it can be completely understood. 

Prior to 1930, very little public aid was available to 
students. Aid consisted of essentially private scholar- 
ships and parental support. The first formal public aid 
was established in 1920, when the Ontario legislature 
passed an Act authorizing payment of a total of $6,000 in 
scholarships to Ontario resident high school teachers to 
pursue their studies in France. 

In 1927, the Department of Education inaugurated 
assistance for French-speaking students who were enrolled 


at Ontario's only French language school affiliated with 


EGUCHA: Cook and D.A.A. Stager, Student Financial Assistance 
Programs with Special Reference to the Province of Ontario, 


Institute for the Quantitative Analysis of Social and 
Beonomic, Policy ‘Groronto’”, Us “of T:) Press, 1969): 


Charles Hanly, Who Pays? University Financing in Ontario 


(Toronto, James Lewis and Samuel, 1970). 
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the University of Ottawa. Students who could not commute 
daily were given a travel subsidy and offered loans to 
cover living costs. These loans were forgiven on the basis 
of teaching service. One-quarter of the loan became a gift 
for each year of teaching service so that a student who 
taught for four years would not have to repay any portion 
of his loan. As the majority of students taking out loans 
went into the teaching profession, most loans were never 
repaid. ® 

A Dominion-Provincial Youth Training Program supported 
equally by the federal and provincial governments was 
established in 1937 to provide new vocational training 
facilities for those young people who had been deprived by 
the Depression of an opportunity to learn a trade. In 1939, 
the federal government put forward a proposal that finan- 
cial assistance be made available to university students 
and this proposal was adopted first by the four western 
provinces and Prince Edward Island. All of the other 
provinces joined by 1944. This scheme was known as the 
Dominion-Provincial Student Aid Program. It remained the 
only national program of direct financial aid to under- 
graduates until succeeded by the Canada Student Loans Plan 
in 1964. 

Recipients had to be between 16 and 30 years of age, 
with parents unable to pay for the full cost of their 


training. The federal government was authorized to spend 


$1.5 million per year for three years in a matching grant 
program with the provinces. In 1939-40, a revised aid 
program was introduced which limited student aid to 4 
Maximum of $200. By 1942, all provinces except Ontario 
participated in the program and awards were made on the 
basis of a 50-50 federal-provincial split. Awards were 
through loans or grants or combinations thereof depending 
on the province. 

A special $400,000 Dominion Student Aid Fund was 
established in 1942 to assist students who were ineligible 
for Dominion-Provincial Aid. Limits on funds to any 
student could not exceed $400 for Medicine and Dentistry, 
$300 for Engineering or Science, and $200 for the general 
programs. 

In 1941, the Department of Pensions and National Health 
inaugurated a program to assist returning veterans to 
continue their education. The number of veterans receiving 
training allowances rose to over 28,000 between 1945 and 
1947, and the acknowledged success of the Department of 
Veteran Affairs (DVA) program added support for the drive 
for equalization of educational opportunity. 

In Ontario, scholarships of $400 for non-residents and 
$200 for residents were proposed by Dr. John Long of ne 
Department of Educational Research, Ontario College of 
Education, to Mr. Duncan McArthur, Deputy Minister of 


Education who indicated such a plan was being formulated. 


Awards were based on declarations of students and parents 
and a confidential evaluation by students!' teachers or 
principals. 

These scholarships were implemented under the same 
Provincial Student Aid Scholarship Plan in 1943-44 with a 
budget of $60,000. The scholarships were in three classes: 

a.) first year university 

(residents, $200 and non-residents, $400) 

b.) normal school 

(residents, $125 and non-residents, $200) 
ew) egrade 13 
(residents, $100 and non-residents, $100) 

In 1944, Ontario and the federal government agreed on a 
co-operative program. The Ontario admission scholarships 
of 1943 were retained and were known as Type A bursaries. 
Type B bursaries were introduced in 1944 and were avaitamie 
to all: Ontario undergraduate university students: in séeong 
or higher years. In 1947, this was extended to students 
at the provincial Technical Institutes. In 1951, Osgoode 
Hall Law School was added to the list of eligible institu- 
tions. 

Applicants to this plan were required to be in financial 
need and have an acceptable standard of proficiency (66 
Derecon: or more on the last set of examinations). 

The values of the scholarships are shown in Table 1 


below. Initially, the federal government contributed only 


Table 1 


Dominion-Provincial Student-Aid Scholarship 
Maximum Value of Award 
Institution 1944-45 1945-46 


University $400 $200 resident 
400 non-resident 


Ontario College 300 150 resident 

of Education 300 non-resident 

Ontario Training College 250 150 resident 

for Technical Teachers 300 non-resident 
4 

“Ontario College of Art 300 150 resident 


300 non-resident 


Normal School 200 125 resident 
200 non-resident 


source: G.C.A. Cook and D.A.A. Stager, ; 

Student Financial Assistance Programs with Special Reference 
to the Province of Ontario, Institute for the Quantitative 
poielysis/ot Socialand Economic Policy .(Toronto, U:.* of (2, 
Press, 1969). 


for those students beyond their first year of university, 
but in 1946 this was amended so that Ottawa returned to 
the provinces 50 per cent of the amount awarded to first- 
year students at university. The eligibility for allow- 
ance was set in March of 1947 at $2,400 as the basic 
maximum family income (with a $200 allowance for each 
dependent other than the applicant) but the practical 
allowance became $2,000. 

In 1952-53, the Type B bursaries were opened to students 
in other than baccalaureate degree courses and $1,850 was 
set aside for graduate students. 

In 1958, a budget of $30,000 was approved for special 
Type A bursary awards to applicants who had an average | 
mark of 80 per cent on eight grade 13 departmental exams 
in June of 1950. Financial need was not a crLterion. gem 
1959, this plan became the Ontario Scholarship Program 
under which all eligible grade 13 graduates received $400. 
The value of the award was reduced to $150 in 1968-69. 

In March of 1957 a bill was approved and implemented re 
time for the 1958-59 academic year. The terms of this 
Ontario Student Aid program limited the maximum amount 
obtainable by any student to $500 per year and $2,000 
during the course of a student's education. The interest 
payments at 4 nee cent per annum became the student's 


responsibility the year following graduation or withdrawal. 


The $3 million budget for this program was never fully 
used and the program was discontinued upon the introduc- 
tion of the Canada Student Loans program in 1964. 

The Ontario Graduate Fellowships were first introduced 
in 1963 to encourage more students to enter university 
teaching careers. Candidates were required to be enrolled 
in full-time graduate programs, to have a minimum of second 
class honours (B average) and be recommended by their 
university department. 

Originally, fellowships were awarded in the humanities 
and social sciences but in 1968 they were also opened to 
students in pure and applied sciences. The fellowships 
were intended primarily for Canadian citizens and Ontario 
residents, but exceptions were made for others who wished 
to stay and teach in Ontario. The maximum amount of the 
award was $1,500 for the winter term and $750 for the 
summer term. Originally, the limits were $2,000 for 
Masters students, and $4,500 for Ph.D. students. Now they 
ane=S3,000 fortthe Masters level, $5,250 for the Master 
Ph les e-and ss 7, 75:05 forethe: Pa-D- 

A bill was passed in Parliament in July of 1964, 
authorizing $40 million to be made available for loans to 
Sue Be a eae students in 1964-65. It was to 
be known as the Canada Student Loans Plan and distributed 
to provinces proportionately, based on the size of their 


18 - 24 year old age groups. The maximum amount of the 


10 


loan was $1,000 per year and $5,000 over the academic 
Career: The loans were to be» made by banks ard” guaranuecd 
by the government. Interest is paid by the federal govern- 
ment to banks until six months after graduation or with- 
drawal. Repayment is to be completed within ten years 
after graduation, based on an arrangement between the bank 
and the student. In 1965, a means test was instituted to 
alleviate fears of misuse of funds. In 1966, the federal 
government transferred responsibility for the administra- 
tion of this plan to the provinces. In August of 1968 the 
fixed 5-1/2 - 5-3/4 per cent rates were changed to flexible 
rates based on the average yield of Government of Canada 
Bonds. For 1968-69, the interest rate was 6-1/2 per cent. 
The success of the Canada Student Loans plan is evident 


from a quick review of the statistics. 


Tablers2 


Year Now of Loans Value Average Loan 
64-65 24,002 LSC O24 $599 
65-66 21,411 1550367, $703 
69-70 118,638 71 se Oy 8 $651 
70-71 L225. 9'8.8 Sig 2h 2iy Lh $695 


Source: Canadian University & College, July-August 
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Increasingly, students are borrowing to finance their 


et 


education. 

The Ontario Scholarship and Bursary Assistance Fund 
existed from 1964 to 1966. The Government of Ontario 
provided grants for scholarships, bursaries and loan 
assistance, directly to the universities approximately in 
proportion to their enrolment, in the amounts of $750,000 
in 1964-65, $1,040,000 in 1965-66, and $1 million in 
1966-67. 

The Ontario Student Awards Program (OSAP) was announced 
in April of 1966. It was based on financial need but 
contained a formula which would define needs and allocate 
funds. A specified amount was expected from summer 
Savings--the first $150 of aid was in the form of a loan 
and of the remaining portion, 60 per cent was loan and 
the remaining 40 per cent grant. 

In 1967, a ceiling of $600 per year was placed on the 
loan portion, the basis of independence from parents was 
widened, the first $150 of another award was not deducted 
from the total amount for which the student was considered 
eligible and the application form was simplified with 
reference to family means other than income deleted. 

The demand for OSAP grants ran well ahead of government 
| expectations and the budget has always been exceeded. 
Presently, OSAP is the major program offering aid to post- 
secondary students in Ontario; its size and growth is 


evident from the statistics shown in Table 3. 


For the 1968-69 academic session, there were approxi- 
mately 54,000 recipients of OSAP awards; this was about 40 
per cent of the full-time enrolment in post-secondary 
institutions. Female students constituted 31 per cent of 
the award recipients compared with 38 per cent of the 
totalvenrolment. 

It is noteworthy that the average award to independent 
students was $1,103. This is a larger sum than was awarded 
to any group of dependent students, even to the group of 
students coming from families with a gross income of less 
than $4,000, and having as many as seven or more dependents. 

The distribution of awards and the average size of 
award by parents' gross income and number of dependence are 
shown in Tables 4 and 5. In Table 4, the distribution of 
OSAP awards is compared with the distribution of family 


incomes. 


Institutional Support Schemes 


Support for post-secondary education is not channelled 
exclusively through students--in fact the major financial 
Support is channelled through the institutions in the form 
of formula financing and capital grants. The situation was 
not always oriented towards governmental support of post- 
secondary institutions. Prior to formula financing, which 
was implemented in 1967-68, educational subsidy to the 
universities was initially through church affiliations and 


fees and later supplanted by federal and provincial 
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Table 4 
Percentage Distribution of OSAP Awards to Dependent Students 
By Family Gross Income and Number of Dependents, 1968-69 

Family Gross Income: $u,000 |}$6,000 | $8,000 | $10,000) RaEzenag 

4 X) to ‘EC to On 
Dependents oe Se)! 12599.93 9,999 LL eo OS over 

de Ora Jed 

3 or 4 39 

5 or more tear3 

Lotats ; eae 
a 


Adee Ontario Families 
(1965) : , - 14.6 


Sources: OSAP data are from unpublished tabulations provided by the 
Department of University Affairs. 


All families income distribution is from Income Distributions. 
No. 13-5293 (Dominion Bureau of Statistics, Ottaws, 1969). 


Cook and Stager, Student Financial Assistance Programs. 
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Table 5 


Average OSAP Award to Dependent Students 
By Parents' Gross Income and Number of Dependents, 1968-69 


Parents! Gross Income: $4 3000 (/S6., 000.) S84 000" S10 5000 
to to to GO 
5 999 TIO9 a5 999 Ay ee 


MONO 2 
ceatengm att 


5 or more 


Sources: OSAP data are from unpublished tabulations provided by the 
Department of University Affairs. 


Cook and Stager, Student Financial Assistance Programs 


subsidies. The first direct federal government aid went 
to veterans' retraining institutions in the 1940s, when, 
in addition to student aid the institutions were paid a 
flat $150 per year subsidy for each veteran enrolled. 
These subsidies continued until 1951 when the bulk of the 
veterans completed their training. 

The Massey Commission submitted their report® in June 
of 1951, recommending federal grants to universities. The 
government responded by voting funds within one week of the 
report. In 1951-52 the formula was $.50 per capita of 
population of the province. Universities within provinces 
received allotments in proportion to their enrolments.. 

In 1956 Mr. St. Laurent announced the establishment of 
the Canada Council to aid research and graduate study in 
social sciences and the humanities. The per capita grant 
to the institutions was raised to $1.00 in the following 
year. These federal grants were subsequently raised to 
$1.50 in 1958, $2.00 in 1962 and by 1966-67 were around | 
$5.00 per capita. The advantages of this federal support 
scheme were: 

a.) Federal grants were distributed on an objective 

basis (student enrolment). 

b.) Federal grants were not contingent on annual review. 


SVincent Massey, Chairman. Report of the Royal Commission 


on National Development in the Arts, Letters and Sciences 
(Ottawa, King's Printer, 1951). 


tS? Rn 4 
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c.) The grants were open-ended and based only on 

enrolment. 

In October of 1966 a federal-provincial conference was 
held where the federal government decided to withdraw from 
direct university financing except for research assistance. 
ai its place the federal government agreed to give up 
additional taxing power and to give supplements amounting 
to 50 per cent of operating costs of all post-secondary 
ms Fltutvons + 

After 1966 the dependence of universities on the provin- 
cial government became pre-eminent as student fees constituted 
only 20 per cent and private gifts less than 1 per cent of 
costs. 

The method used to distribute the federal-provincial 
funds was by means of a formula which: 

a.) reflected the relative costs of the various types 

of instruction offered, and, 

b.) ensured each university knowledge of its income 

for planning purposes. 

The perceptions of how well the formula has succeeded 
are revealed in the following two tables which represent 
the results of a questionnaire survey done at the univer- 
Sidtesvor Ontario, 

As can be seen from Table 6 a number of disadvantages 
are inherent in the formula. Of greatest concern is the 


pressure to increase enrolment beyond academically 
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Table 6 


Evaluation of Disadvantages of Formula Financing 


By Ontario Professors and Administrators 


Type of Disadvantage Responses Percentage 


Pressure to increase enrollment Siv4ak 
Over-expansion 242 


Poor financing of emerging Za 
universities 


Difficulty of maintaining 188 
academic balance 


Reclassification of students 179 
Used as spending budget 168 


Discontinuing of low-enrollment days 
courses 


Balkanization dal.8 
Freezing of low-enrollment courses 106 


Withholding of money from programs 50 


No disadvantages 


No response given 


TOTAL 


source: .C. Hanly, Who Pays? University Financing in Ontaritog 
James Lewis and Samuel, Toronto, 1970, p.96. 
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desirable levels to produce income, especially in the case 
of eee mature institutions. 

The fact that the formula system is based on the opera- 
ting costs of established large institutions (i.e. Toronto) 
which can reap the benefits of economies of scale, (i.e. 
operate more cheaply, if not more efficiently, because they 
are serving a larger student population and can spread 
their fixed costs over a number of programs with,relatively 
high student enrolments) works to the disadvantage of 
emerging universities which may not have yet reached a 
Viable size to operate their programs. 

Because of the economic pressures there is an inherent 
danger that academic balance among program offerings will 
be sacrificed, with emphasis being placed on "profitable" 
programs to grow--perhaps beyond an academically desirable 
size--to support "less profitable" programs. The economic 
incentives in formula finance could easily lead to the 
Balkanization of departments with the resultant illogical 
practices of, say, engineering faculties attempting to 
offer English and history courses. Within faculties, 
strong incentives do appear to reclassify students into 
more profitable categories and to consider the discontinu- 
ation or "freezing " of low-enrolment courses without 
regard for the overall quality of the services and’ educa- 
tion offered the student. 


But the formula should not be viewed with complete 


scepticism. (See Table 7.) A number of advantages have 
been attributed to it, especially since the days of line 
item budget reviews and "golden-throated oratory" are over. 
It does provide a mechanism for a rational, impartial and 
fair distribution of funds among the various institutions. 
This has led to the demise of destructive rivalries and 

the atmosphere of suspicion which surrounded the earlier 
grant system. 

The formula has worked to safeguard the autonomy of 
institutions in that they no longer have to justify inter- 
nal expenditures and can more easily plan for the future, 
Since all but the young emerging institutions should be 
able to predict their enrolments with some certainty from 
year to year. It provides the capability of measuring the 
income-earning contributions of various departments within 
the university and similarly the contributions of the 
faculty. Because the formula is open-ended it allows for 
the production of more money, generated presumably by an 
increase in students who were attracted by improved 
instruction and services. In this sense, the formula sets 
a priority on instruction and the maintenance of a reason- 
able menu of well-attended programs and away from the 
proliferation of esoteric, research-type programs with low 
attendance. 

The formula certainly does not provide a panacea for the 


problems of financing institutions, but it does provide a 


Evaluation of Advantages of Formula Financing 


By Ontario Professors and Administrators 


Type of Advantage 


Fair distribution 


Reduction of inter-university 
rivalry 


Ordering of priorities 
Safeguarding of autonomy 


Allowing department to measure 
contribution 


Production of more money 
Market place competition 


Allowing faculty to measure 
contribution 


No advantages 


No response given 


TOTAL 


Responses Percentage 
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Source: C. Hanly, Who Pays? University Financing in Ontario, 
James Lewis and Samuel, Toronto, 1970, p.96. 
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rational framework for allocating funds between governments 
and institutions. The dangers inherent in the formula 
depend upon the policies adopted by the administrations of 
the various institutions. On balance, the formula should 
certainly be viewed as a step forward. 

The preceding views are heavily oriented to the academic 
community. They reflect the views of administrators and 
university faculty who have some vested interest in the 
application of the formula financing scheme. In order to 
provide a balanced view of formula financing it is necessary 
to do at least two further things: 

1.) Outline the aims and objectives of the government 

in applying the scheme, and 

2.) Compare it to financing schemes which exist in 

other countries of the world, such as Britain. 

The idea of devising a formula’ for allocating operating 
grants involved agreement among university presidents, the 
Committee on University Affairs, and the Minister of Univer- 


sity Affairs’. It was also strongly endorsed by the Bladen 


Commission in its report on the financing of higher education. 


The purpose of the formula was to provide an objective 
mechanism for determining the share of the total provincial 


operating grant to be allocated to each university. The 


* Report of the Minister of University Affairs of Ontario 


1967-68, Ontario Department of University, Atfaimes 
LOBOTTO., <P 9 O97, 
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use of a formula for such a distribution presupposes that 
an amount sufficient, together with other major sources of 
income, to enable the university system to continue at its 
present level of excellence would be available. It was 
felt that while the formula would ensure equitable distri- 
bution of the monies, it would not ,+in itself, ‘ensuresan 
adequate level‘of support. 

The formula was not intended to limit or control the 
expenditure of funds granted to the universities; Tts 
sole purpose was to determine a basic operating income 
for each university. The formula was designed to do 
two thangs: 

a.) reinforce the independence of universities by 

ensuring a basic income to each institution without 

the ever closer scrutiny of operating budgets necessarily 

involved in subjective review. 

b.) provide a more certain basis for university 

planning, give universities maximum incentive for 

effective management and allow the healthiest kind 

of competition among universities for achievement. 

The above advantages are both obvious and desirable to 
the Ans tacutvons < From the government's standpoint, the 
formula adopted provided several attractions such as: 

a.) obviating the necessity of detailed scrutiny of 

university operating submissions. Attention could 


then be turned to the major questions of overall levels 


of support, co-ordination of long-range plans, and the 

special needs of new institutions. 

b.) provide equitable treatment for the institutions. 

ec.) ensure to private donors that gifts for operating 

purposes will be an added resource to the university 
andsnot.a substitute.for public scupport. 

Most of the possible objections to the formula idea 
have to do with probable inadequacies of the formula in 
achieving its objectives rather than with the objectives 
themselves. It has been argued that a mechanical system 
of grants would produce mediocrity or sameness in all 
universities. It is felt that this will only be vasdanges 
ios 

a.) the level of government support is not high 

enough to maintain quality 

b.) the system is such as to discourage would~be 

donors from giving private support for special projects 

in special areas of excellence 

ec.) the individual institutions fail to use the grant 

support which they receive with effective imaei ae 

The formula consists of a set of general principles and 
the following points are the basis on which the formula 
was constructed: 

a.) the formula should be as simple as possible, 


consistent with achieving its objectives 


b.) for the purpose of the formula income would come 
from two major sources: 
tee) standard tuition fees for the enrollment or 
portion thereof counted in the formula calculations, 
and 
ii.) provincial government grants designated 
as basic operating income 

ec.) the formula roughly reflects the relative costs 

of the various types of instruction offered but it is 

felt that no exact relationship is possible or necessary 

d.) the formula operates in such a way as to ensure 

to each university certain knowledge of its income for 

planning purposes. 

e.). provision is made for review of the formula on 

a continuing basis taking into account cost study 

information as it becomes available and other evidence 

of significant shifting within the agreed weighted 
categories. 

In summary, it is well to remind ourselves of the 
Speciiue Utility Of Tormula tinancing. The specific 
benefits are: 

1. A more equitable distribution of the public funds 

through the universities. 

2. An objective basis for awarding grants, avoiding 
both subjectivity and distorting political and other 


influences. 
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a ak greater measure of predictability and a better 
basis for rational academic planning by the universities. 
These benefits validate formula financing as a method 


for distributing public grants to the universities. In 


addition, formula financing guarantees administrative 
autonomy to the universities, and guarantees a broad measure 
of academic autonomy. 

To provide a more balanced perspective of the operation 
of the Corneal Canada, let. us’ turn to the situatiomens 
Great Britain. There, the universities conditionally 
enjoy a substantial measure of control over their size and 
rate of growth, and over the allocation of their income 
from various sources among the different categories of 
expenditure. The very large part played by university 
education in the economy in the nation's life and the large 
sums of public money - constituting more than 80 per cent 
of university revenue - needed to finance it, give the 
government a substantial interest in university finance 
and development. To ensure that this does not’ impairs 
university autonomy a University Grants Committee stands 
between the government and the institutions. 

The terms of reference of the University Grants Committee 
are: "to enquire into the financial needs of university 


education in Great Britain; to advise the government as 


Hi her Education (Appendix Four, Pant- 1, .Secttona 
Administrative, Financial and Economic Aspects of 
Higher Education, Committee appointed by the Prime 
Minister under the Chairmanship of Lord Robbins 1961- 
1963. London - Her Majesty's Stationery Office. 


La 


to the application of any grants made by Parliament 
toward meeting them; to collect, examine and make 
available information relating to university education 
throughout the United Kingdom, and to assist, in consul- 
tation with the universities and other bodies concerned, 
the preparation and execution of such plans for the 
development of the universities as may from time to time 
be required in order to ensure that they are fully 
adequate in national needs." 

The question of university autonomy arises most 
frequently in relation to public expenditure on the 
universities, and it is here the committee's role is 
seen in clearest relief. The committee has a dual task: 

a.) to advise the treasury on the total money made 

available to the universities; and 

De, tO allocate. the total provision among vtune 

universities. 

The grants made on the recommendations of the committee 
are of two kinds - recurrent and non-recurrent. The 
totals of these two sorts of grants are determined when 
the expenditure is controlled in différent ways. 

Non-recurrent grants are given on an annual basis for 
capital development. They cover four categories of 


expenditure: 


1. Erection and adaptations of buildings 


2. Purchase of equipment and furniture for new 
buildings 
3. Payment of professional fees 


4. Purchase of, sites and properties. 

The non-recurrent grant expenditures are not comparable 
with the provincial operating formula grants and are 
analogous to provincial capital grants. 

In contrast to the non-recurrent grants (which are made 
for specific projects), recurrent grants to the universities 
are in the main block grants in aid of recurrent university 
expenditure. Their amounts are calculated for periods of 
five academic financial years, normally on a rising scale 
for each year. The five-year settlement does not preclude 
review of the amounts during the course of the five years. 

With recurrent, as with non-recurrent grants, the 
government decides, after receiving advice from the univer- 
sity grants committee, the total amount for each of the 
five years; the allocation of this total among univer- 
Sities is the responsibility of the Committee. The grant, 
once received by the universities is allocated at their 
discretion. 

The determination of the recurrent grants for a five- 
year budget begins with the committee's visitations to the 
university; these may cover five university terms, and 


are begun two years or so before the submission is due to 


23 


be made to the government. These visitations enable 
the committee to gain the necessary background information 
preparatory to advising the government on the universities' 
needs for the coming five years, and give the committee 
the opportunity to gage at first hand the prevailing 
feeling and opinion in the various universities. The 
second stage in the process begins soon after the program 
of visitations has begun. Forms are distributed by the 
committee on which each university is asked to give partic- 
ulars of its five-year estimates and development plans; 
developments are, of course, conditioned by the building 
program which is now known well in advance of the recurrent 
erent setelement. The committee then analyses and assesses 
these estimates and plans, and submits to the Chancellor by 
the end of the summer in the fifth year of the five-year 
budget a confidential report embodying its recommendations. 
When the report has been considered, a decision on the 
total amount of the recurrent grant is made by the govern- 
ment. An announcement is made to Parliament in March on 
the total recurrent grants being made available for the 
following August. At about the same time, an interim 
report -by the Committee on University Development during 
the current five-year budget is published as a white paper. 
The final stage is that, following the announcement, the 
committee allocates to each university a share of the total 


made available. 
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Within this framework, the universities enjoy complete 
autonomy in the determination of the content of education 
and in the control of degree standards. Each university 
independently determines the balance between teaching and 
research, though general considerations can be, and have 
been, brought to the notice of the university by the 
University Grants Committee. The selection of growing 
points or lines of research is also a matter for the 
universities themselves. 

From the above, it can be seen that the financing of 
higher education in Britain parallels the situation in 
Ontario except for the fact that the actual allocation of 
funds by the government is decided on the basis of 
committee recommendations rather than a formula. With 
this type of system there is a possibility that the 
judgements will be less impartial than the application of 
a formula. The allocation of funds in five-year Blcees 
also restricts the responsiveness of the funding of an 
institution and its growth pattern. There surely must. be 
some delay in receiving additional fund support in years 
of extraordinary enrolment growth. 

Overall then, it appears that while the formula 
financing scheme employed in Ontario is imperfect and does 
have some limitations it compares favourably with the 
systems employed elsewhere and generally does meet its 


main objectives. 


A. 


CHAPTER “11 


The Situation in Post-Secondary Education 1968-69 


Before analyzing the various financing schemes it is 
necessary to define a "base case" which provides an 
economic benchmark against which we can measure the alter- 
natives. The year 1968-69 is a convenient base of measure- 
ment as a previous studyt contains much of the relevant 
information required to do the analysis. 

In 1968-69 approximately 160,000 full-time equivalent 
students attended post-secondary institutions; their 
attendance by institution type is indicated in Table 8. 

It can be seen that the vast Majority of these went 

either to a university or a community college which 
accounted for 87.2 per cent of the total enrolment. 

‘In allocating resources among alternative uses, the 

two most important decision-criteria are their costs and 
benefits. Although the student may view the benefits of 
post-secondary education as increased lifetime earnings, 
the taxpayer who himself did not attend, or whose children 
do not attend post-secondary education, may have an 


entirely different perspective. For this taxpayer, 


benefits are difficult to define but costs remain 


eminently real in the form of taxes. 


systems Research Group, The Costs and Benefits of Post- 


'Secondary Education, A Study prepared for the Commission 
on Post-Secondary Education, March, 1971. 
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Table 8 


Summary of 
1968=69 Enrolment’ Statistics 
By. Instatutrom Type 


ENSTITUTION “TYPE ENROLMENT IN PERCENTAGE OF 
FULL-TIME TOTAL 
EQUIVALENT 


UNIVERSITIES LOL,427 
COMMUNITY COLLEGES Di Oo 
TEACHERS! COLLEGES LORS 63 
NURSING SCHOOLS 8, 86:7 


AGRICULTURAL COLLEGES 705 


TOTALS 159,485 100.0 | 


source: S.R.Gy.iCé6st. and Benefit Study, School Year 1968-69 


The Trial Balance generated in the cost model may be 
aggregated to produce a table (see Table 9) which lacks the 
detailed mapping of each financial transaction. 

In order to facilitate reading Trial Balance Aggregates, 
two definitions are required. 

Le Direct. Costs 

These are the costs which represent actual expenditures 
which have occurred and been paid in the time period under 
consideration (1968-69). 

ae) MINS tase On 
The-institutional direct costs consist of 
expenditures on: 
As #) student awards 
ii.) salaries and operating expenses 
iii.) expenditures due to depreciation 
such as replacement of assets 
iv.) “répayments.of current debts-and 
related interest payments. 
b.) Students 
Student expenditures consist of: 
RD) tuition rcosts 
ii.) equipment expenditures 
ec.) Government 
Government expenditures consist of 
iy) operating grants 
ii.) student aid program covering grants, 


loans and fellowships 
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shale 


iii.) capital grants and capital financing 

iv.) rebates of sales taxes 
d.) Rest-of-the-Economy 

Private Business expenditures consist mainly 
of gifts to the institution, either through large 
private donations or through alumni funds. This 
holds true only for universities as no gifts were 


indicated for the other institutions. 


Ji Oppor tunity costs 


These are costs which do not appear in conventional 


accounting records and do not entail actual dollar outlays. 


They represent the earnings that might have been realized 


if the assets currently used in post-secondary education 


had been applied to some other (presumably more profitable) 


alternate use. 


a Disginstistutaen 

The institution opportunity costs are 
associated with the possible returns from the 
institutional employed capital (land, buildings, 
fundsy):. 
Die) Pocudent 

Student opportunity costs consist of foregone 
interest on tuition and equipment expenses as well 
as foregone earnings. 
ec.) Government 


Government opportunity costs consist of foregone 
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interest on all of its direct costs as well as 
foregone taxes on the opportunity costs of the 
other sectors ‘of society ‘and. the. institution, 
d.) Rest-of-the-Economy 
The Opportunity COSts in this (sector consaen 

of foregone interest on gifts made. 

ite joe Das CUSSTONFOr PRESULLS 

The results of any study are strongly influenced by the 

assumptions: 

a.) All costs used in the Trial Balance are as 
taken from the primary sources and exclude (insofar 
as was possible) the costs of sponsored research. 
bi. The cost: of maintaining “the student said, toan 
program was taken as 6.5 per cent of total loans: 
ec.) The overall depreciation rate on buildings and 
equipment was taken as 5.7 per cent (representing 
the average of a 40-year lifespan for buildings and 
five years on equipment). 
ad.) Dhe new ‘construction (1s “Lorene extent oF 
depreciation with a 4 per cent rebate of sales tax. 
ev) The topportunity rate on all costs was. 47) per cent. 
f.) The tax rate on foregone student earnings was 
cONper cent. 
g.) The tax rate on foregone earnings from 
institutional employed capital was 50 per cent. 


h.) The foregone municipal taxes were 2 per cent of 


land, buildings and equipment. 

Table 9 outlines the costs of operating all of the 
institutions in Ontario and includes estimates of Ooppor- 
tunity costs to operate the institutions. It cost society 
over $1 billion in educational expenditures in the same 
year. Most of the difference in societal and institutional 
costs arises because of the earnings foregone by students 
attending post-secondary institutions and by interest 
foregone by government through investment in the institu- 
ELOnes 

It is interesting to note that the major portion of 
students' economic contribution to educational expenditure 
comes from foregone earnings which constitute 80.8 per cent 
of students! costs while direct costs (through tuition, 
Lees, equipment) (contribute ;s19. 2. per cent. ain COntTPae-as 
the government and private sector contributions are basical- 
Ly ie dine ct costs 4 /Bsoand, G6. bh penmeene respectively. 

Students contributed very little of the direct costs of 
education, only7ill ss per cent, while the government paid 
85.6 per cent. The remainder came from various private 
sources. When opportunity costs are considered, however, 
the student's contribution rises Significantly to see 
per cent of total costs with the government and private 
contribution dropping to 63.1 and 1.6 per cent respectively. 

The comparable university expenditures are ick in 


Table 10 and the total Ontario costs are summarized in 


Tabibes 9 
ALLENS TLIO LIONS 
1968-69 TRIAL BALANCE AGGREGATE 


(A) 
EXPENDITURES IN MILLIONS OF DOLLARS 


SOCIETY, 
(14+2+3) 


Direct Costs 
Opportunity Costs 


ors 4 8 303.00 648.99 lg sPrcliss, | AO WAS RIS 


PER CENT EXPENDITURES BY COLUMN 


INST STUDENT oO Gti Yi 
(0) C4) C1243) 


LO SE SS RE A i SSOP EERE SEE PE EEE RY OS SRDS 5 Ty CEE OL I SE ee oe En Lee EP RE nee ES 


CC) 
PER -CENT EXPENDITURES -BY “ROW 


3: TUDENT GOVT REST SO CERRY 
CY) oo) OS) C223) 


pa ae a aR a RO PS PR a PS SE SE US ST Se 


a 


pounce: «SvR.G., Cost and Benefit Study. 


Table 10 


UNIVERSITIES 
1968-69 TRIAL BALANCE AGGREGATE 


(A) 
EXPENDD TURES th MLELELONS “OF DOLLARS 


INST STUDENT GOVT REST SOCEETY 
(0) Clip (2) G3) (1+2+3) 
396. AQ SSA o re! 405.16 Oy OC 474.29 
Opportunity oes SUMOz Zelope lt Ta spe 6.6, Ramee | 329% Jib 


472.54 DBT eT tT SoU eto 804.20 


(B) 
PER CENT EXPENDITURES BY COLUMN 


INST STUDENT GOVT RES SOCIETY 

(0) Ct) (2) C3) Cie 28S) 
ER 
LS a PE eR Pe SS TS TTS SES OS ESI ET BAER OE TS BRIERE 


US), 
PER CENT EXPENDITURES BY ROW 


INST STUDENT GOVT RES SOCLI BY 
C0) (1) G22) C3) (it24.39 
EA CS 


Source: hc. 5 COSt andybene hi to sudy.. 


Table ll 


Cost Summary of Institutional and 


Societal Expenditures 


(A) 


INSTITUTION INSTITUTIONAL SOCIETAL 
EXPENDITURE EXPENDITURE 


University 
Community College 
Teachers' College 


Nursing 


Agriculture 


TOTALS 546.48 100.00 1029.42 


summary of Percentage of Costs 


borne by Societal Sectors 


(B) 


INSTITUTION STUDENT GOVERNMENT REST 


University 
Community College 
Teachers' College 
Nursing 


Agriculture 


AVERAGE 


Source: S§.R.G., Cost and Benefit Study. 
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Table 12 


UNIVERSITIES 
ENSTLTUTIONAD COST PER VEAR  PERVSPUDENT 
BY PROGRAM CUNDERGRADUATE) 


Cetin 3rd Te de 5th 6th 
PROGRAM NAME YEAR | YEAR| YEAR | YEAR | YEAR | YEAR 


AGRICULTURE 

ARCHITECTURE 

COMMERCE 

DENTISTRY 

ENGINEERING 

PUNE CAND APPLIED ARTS 

FORESTRY 

HOUSEHOLD AND FOOD SCI. 

Fe Gd EN Ee) -PUBLLC«HEALTH 

JOURNALISM 

LAW 

GISRARY SCLENCE 

PREMEDICINE € MEDICINE 

MUS.EC 

NURSING 

PHARMACY 

Povo Leal o6 HEALTH EDUC. 

EnVoLeAl € OCC.THERAPY 

SOCIAL WORK 

VETERINARY- MEDICINE 

THEOLOGY 

HON.GEN.ART 1/GEOGRAPHY 

HON. ART UPPER/HUMANITIES 

HON.GEN.SCI /PHYS-BIOL 

WPPER. YRS .HON.SCI/MATH 

PECKETARTIAL/CHILD STUDY 

HOSPITAL ADMIN. 

HANDSCAPE ARC/PSYCH. 

PUBLIC ADMIN. 

DEP .PUBLIC: AD/RES.. 
SUCTALyY SCIENCE 

DIP. GENERAL ARTS 

DAP LOMA. COMMERCE 

DIPLOMA MUSIC 

DIPLOMA NURSING 

DiPSPHY > .0CC. THERAPY 

Pade Gin. oCLENCE 

DIP.NURSING TECH. 

DIPLOMA DENTAL HYG. 

DIP,PUBLIC HLTH.NURSING 

Dae erie COURS. 

Pe ae Belle UAT 

DIP.MED.INTERN-RESID. 

OISE 


pounde: “8.R.G, Cost and Benefit Study. 
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Table -13 


UNIVERSITIES 
INSTITUTIONAL COST PER YEAR PER STUDENT 
BY PROGRAM (GRADUATE) 


MASTERS ertsecy | | 
THESIS 


Sie 2nd ONLY 
PROGRAM NAME YEAR DIPLOMA STACE 


AGRICULTURE 0 
ARCHITECTURE 

COMMERCE 

DENTISTRY 

ENGINEERING 

ELNED GP APPLIED ARTS 
FORESTRY 

HOUSEHOLD AND FOOD SCI. 
HYGIENE-PUBLIC HEALTH 
JOURNALISM 

LAW 

LIBRARY SCIENCE 
PREMEDICINE..€ MEDICINE 
MUSIC 

NURSING 

PHARMACY 

PoYsrCAL &¢ HEALTH EDUC. 
PMN oe CAL~&~ OCC..THERAPY 
SOCIAL WORK 

VETERINARY MEDICINE 
THEOLOGY 

HON.GEN.ART 1/GEOGRAPHY 
HON.ART UPPER/HUMANITIES 
BOWSGCEN SSCL. L/PHYS-BIOL 
UPPER YRS .HONYSCI/MATH 
SECRETARIAL/CHILD STUDY 
HOSPITAL ADMINISTRATION 
LANDSCAPE ARC/ PSYCHOLOGY 
PUBLIC ADMINISTRATION 
DIEePUBLIC. AD/RES SOC.SC. 
DIPLOMA GENERAL ARTS 
DIPLOMA COMMERCE 

DIPLOMA MUSIC 

DIPLOMA NURSING 

DEPLOMA PHYS 2O:CC. THERAPY 
DIPLOMA GEN.SCIENCE 
DIPLOMA NURSING TECH. 
DIPLOMA DENTAL HYGIENE 
PEP PUBLIC HETH.NURSING 
DIPLOMA TECHNOLOGY COURS. 
DIPLOMA PRELIMINARY YR, 
DIP.MED.INTERN-RESID. 
OISE 


= OPS) SOO OOO OrOr@e 
SOO O42 OS) OF. 
BO A530 OOO O10 Oe, owe 
xe) 2 Gay) (SS). 3) (ey ew (aie tea (es \(ea)r=) 
SS OF. O74 4477. Ore 


pource; S.R.G., Cost: and Benefit Study. 
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Table 14 


COMMUNITY COLLEGES 
INSTITUTIONAL COST PER YEAR PERISTUDENT BY PROGRAM 


PROGRAM NAME 


YEAR BUSINESS 

YEAR BUSINESS 

YEAR BUSINESS 
YEAKSAPPLIED. ARTS 
YEAR APPLIED ARTS 
YEAR APPLIED ARTS 
YEAR TECHNOLOGY 

YEAR TECHNOLOGY 

YEAR TECHNOLOGY 
APPRENTICESHIP TRAINING 
OTHER 

MANPOWER RETRAINING 
BUSINESS 

TECHNICAL 

ARTS 
HEALTH 


HM WHEN WE N WD 


TEACHERS COLLEGES 
INSTITUTIONAL COST PER YEAR PER STUDENT BY PROGRAM 


PROGRAM 


TEACHER TRAINING 1 YEAR 
TEACHER TRAINING 2 YEAR 
TEACHING UNIVERSITY GRAD. 
PRIMARY SPECIALIST 


pounce: .S..R.G.,. Cost and Benefit: stud 


Table 15 


NURSING SCHOOLS 
Not ETUTLONAL COST PER YEAR PER STUDENT: BY= PROGRAM 


PROGRAM NAME iste VEAR 2nd” YEAR Sed EArr 


NURSING 2 YEAR 2296 2296 0 
LIE ENS 2296 oO 
2236 2235 2290 


NURSING 2 YEAR PLUS 1 
NURSING 3 YEAR 
AGRICULTURAL COLLEGES 
UNSTITUTIONAL. “COST*PER YEAR PER STUDENT “BY, PROGRAM 


PROGRAM NAME ist YEAR 2nd GAR 8rdsYEAk 


AGRICULTURE 

HOME ECONOMICS 

ANIMAL HEALTH 

DAK. oHORT- COURSE 3° MONTH 


Source: —~S'sR.G., Cost rand Benefit Study. 
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Table 11. The magnitude of the costs being encountered 
to operate the universities is shown for a number of 
selected programs in the undergraduate years in Table 12. 
These costs range from $2,542 to $7,586 per year. Presumab- 
ly, these figures are proxies for full cost tuitions which 
would have to be charged to operate the institutions and 
provide a lower limit on the students' costs (the student 
could borrow to pay for books, residence, food, etc.). 
More grossly, there are 101,427 full-time equivalent 
students and a total institutional cost of $464.53 million. 
The average cost per student then, would be in the neigh- 
bourhood of $4,580. Table 13 indicates that graduate 
costs are not significantly higher for the Master's level 
programs but increase dramatically for the Ph.D. program. 
(These figures depend to a high degree on the category 
weights of formula financing, i.e. $10,000 per year for 
the first year of the Ph.D. program and $15,000 for the 
second. ) 

Table 14 describes the costs for community college ane 
teachers’ college programs by year. Except for the Health 
course in the community colleges, which costs $4,330 per 
year, most of the other courses could easily be financed 
by tuition levels of around $2,000. 

Table 15 indicates the institutional costs for nursing 
schools and agricultural colleges. The nursing schools 


appear to cost approximately as much as the community and 


TABLES 16 
UNIVERSITY - UNDERGRADUATE 
INSTITUTIONAL DEGREE (DIPLOMA) COSTS BY PROGRAM 


TOTAL, COST 
PER DU De Ni 
ay) 


PROGRAM NAME 


Agriculture 

Architecture 

Commerce 

Dentistry 

Engineering 

Fine & Applied Arts 

Forestry 

Household & Food Science 
Journalism 

Law 

Library Science 

Pre-Medicine & Medicine 

Music 

Nursing 

Pharmacy 

Physical &§ Health Education 
Physical &§ Occupational Therapy 
Social Work 

Veterinary Medicine 

Theology 

Hon. Gen. Art 1/Geography 

Hon. Gen. Sci. 1/Physics-Biology 
Upper Yrs. Hon. Science/Mathematics 
Secretarial/Child Study 
Landscape Arc/Psychology 


Hon. Arts Upper/Humanaties 


Ppource: .SRG, Cost: and. Benefity Study 


TABE Eds 


STUDENT DEGREE COSTS 


PROGRAM NAME 


Agriculture 

Architecture 

Commerce 

Dentistry 

Engineering 

Fine and Applied Arts 
Forestry 

Household and Food Science 
Journalism 

Law 

Library Science 
Premedicine and Medicine 
Music 

Nursing 

Pharmacy 

Physical and Health Education 
Physical and Occ Therapy 
Social Work 

Veterinary Medicine 
Theology 

Hon. Gen. Art 1/Geography 


Hon. Art Upper/Humanities 


source: SRG, .Cost and Benefit Study 


STUDENT* COST 
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TABLEs8 


FUGESCOSTsruL Tron LEVELS, Wi tH ALE 


OPPORTUNITY COSTS INCLUDED 


Under 
Graduate Masters Pied Thesis 


$ 
Arts & Science 2,542 2/52 iy AO) Stas ee 
5,064 | 


aes =a ie 
a ae ca 


Source: SRG, Cost and Benefit Study 


47 


TABLE 19 


FULL COST TUITION LEVELS WITH. ALL 
OPPORTUNITY * COSTS INCLUDED EXCEPT DEPRECIATION 
AND STUDENT FOREGONE EARNINGS 


Under 
Graduate Masters Piya Thesis 
>) 
b) 


| Dee GO ee | 
ms mE te — 


source: SRG, Cost and Benefit Study 


Table 20 


ELI COST se LU PION GEVEIS 


DGiREGDPSCOS Ls ONLY 


UNDER 
Pots 6 Science| 2,006 Ee TO 25006 
3 UOF 


Professional See he Shep Chey jpeeh ew! ZUG 
Medicine DSA Duro Ae Ore 2 O06 


moupce:  S.R.G.,, Cost ‘and Benefit, Study 
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teachers’ colleges while the agricultural colleges cost 
somewhere in the range of universities (i.e. double the 
community and other college costs). 

An aggregate perspective of what this means in terms of 
actual outlay to the university students is indicated in 
Table 16. This table shows the total amount the student 
would spend over the course of obtaining a degree if he 
were to complete each year successfully. The sitims tndrea= 
ted are by no means small as they range from a low of 
2/626, 00. a? Nien, of Seo .478, 

Essentially, these are the amounts which would have to 
be provided through student aid (whether through grants or 
loans) assuming no contributions from the student's family 
or from the student except in the form of foregone earnings. 

The actual costs (expenditures by students in these 
programs for tuition and equipment) are shown in Table 17. 
Clearly there are discrepancies in costs, especially in the 
"expensive" programs such as medicine where the institution- 
al cost is $35,428 and the student contributes $4,446, not 
ei Ole WIPO 1S tls taomM: 

The picture of institutional costs may be summarized in 
Tables 1 oe. oland 220). 

From these tables it may be seen that the removal of 
opportunity costs may reduce the institutional costs of 
offering a program to a student by about 7 per cent if 


depreciation is not included and by 21 per cent if all 


5 


ol 


opportunity costs are excluded. In dollar terms the reduc- 
tion in institutional costs per year per student are as 
shown in’ Tables 21 “and. 220./'Clearly.; opportunity costs 
represent a significant portion of total institutional 
costs and cannot be lightly dismissed. 

From the above it can be seen that the cost per year of 
going to university would range from $2,000 to $8,000 even 


if all opportunity costs were excluded. 


Table 21 


REDUCTION IN FULL COST TUITION LEVELS 
UPON REMOVAL “OF “DEPREGTATION COSTES 


FROM TOTAL COSTS* 


UNDER 
: 182- 
ECES Et SCLence LEZ 365 730 162 
ee ee ee 
ee ee ce ee 


source?! 'S-RVG. , Costeand= Bene tlscidy 


** Total Costs = Direct Costs + All. Opportunity Cosme 


Table 22 


REDUCTION SEN FULL COST. TULBLON LEVELS 
UPONGREMOVALY OF MOPPORLUNIIY? COSTS 


PROM TOTAL. COSTS 


UNDER 


536- 
Arts & Science ee 073 5.2 ate S$ 536 
Professional SONS 64073 Sens 


Source:) S.k.G., Cost and Benefit study 


B. 


Various Forms of Financing 


There are basically two questions to be answered in 
financing post-secondary education: 

a.) Who should pay for the education? 

D..) »' How will the payment be made? 

The question of who should pay involves an implicit 
assumption about the objectives of higher education. 

some people are primarily impressed by the private ben- 
efits of higher education, especially those reflected in 
the money incomes of graduates and former students. Those 
who emphasize the private benefits see no reason why the 
taxpayer should subsidize higher education. They would 
offer higher education for sale to those who wish to 
purchase it at a price reflecting its cost. 

If one takes this extreme position of treating higher 
education like other private goods, then the main premes 
about higher education finance seems to be the fact that 
higher education costs are incurred in a large lump early 
in life while the benefits occur over a much longer period. 
Hence, people will be reluctant to buy higher education 
unless they can borrow to finance the cost and repay the 
loan over a long period. 

Those who see the benefits of higher education as primar- 
ily external to the student feel that the public should 
bear the major cost of higher education as it does in 


elementary and secondary education, either by providing 
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free public higher education to ioe by providing stu- 
dents with direct grants which will enable them to cover 
the cost of higher education. People who take this general 
position are usually negative about all student loan prog- 
rams. They feel that low-income students will be discour- 
aged from obtaining higher education if they have to bor- 
row and they regard it as unfortunate to burden any student 
with educational debt at the beginning of his career. 

Actually, relatively few people take either the extreme 
view that higher education should be totally unsubsidized 
or the view that it should be totally subsidized. The 
question is "What is the right amount of sharing between 
students and society?" 

The second question deals with how the payments are to 
be made. They can be made 

a.) by the student 

b.) by the student's parents 

ec.) by private donations 

d.) by the government: federal, provincial, or both. 

The form of the payment is important--whether it should 
be grant or loan, and whether the payment should be 
channelled through the institution, through the students 
or through the students' parents. 

The problem of investment in education essentially is 
one of how much to invest and who is to pay. The possibil- 


ity of over-investment on the part of students is very 


real since the typical college graduate may earn more than 
12 per cent on his investment because he does not pay all 


ofthe. costs’ of: his higher-education, As _total %costsmere 


: 


higher than private costs, the student may be expected to 
invest in post-secondary education only up to the point 
where the return is attractive on his investment, although 
the return on total costs may not be. 

The forces counteracting the possibility of over-invest- 
ment in higher education are several; students may be 
auneure of their-ability to do college work] =Theyare 
investing at an early age in skill and knowledge that must 
serve over a long time horizon and their time horizon may 
be very short--employment, independence and earnings after 
high school may appear more attractive. Also, even students 
who feel they have the ability to cope with higher educa- 
tion and believe that their future earnings would make it 
worthwhile may discover that the capital markets do not 
make sufficient funds available to borrow for this educa- 
tion, especially if they must borrow to cover both tuition 
and foregone earnings. 

There are a number of ways in which demand for higher 
education could be induced:? 


a.) Reduce costs through use of low-cost institutions 


tor a fuller discussion see J. C. Hartline, "A Study of 

the Capital Market for Student Debt Financing of Higher 
Education" unpublished Ph.D. Thesis, Rutgers University, 
N. J.,1970. 


i.e. commuter colleges or community colleges which do 
not have athletic fees, residence fees, presses, etc. 
b.) Have the people pay for education through private 
eontributiones sosthat, thescost to.the- studente1e¢ 
reduced: 

ec.) Have high tuitions but identify. those.students who 

are unable to pay and subsidize them. These subsidies 

would be either private or public and would have 

Significant redistributive effects. 

d.) Place the burden of payment on the student and his 

family. This would necessitate perfecting the capital 

markets for loans so that payments could be extended 
over longer periods of time. 

The costliest form of student aid from the government 
budget standpoint are grants directly financed out of the 
budgets. Subsidized oans out of the budge (comesne sae, 
having the same immediate budget impact but generating 
budget dollars in future yedrs as’ loan; repaymentssarc. made. 
Unsubsidized loans out of the government budget have a low 
Cost; although ctild-aipositive one. ii the discountsrate 
applied to future Treasury receipts (student repayments) 
is higher than the commercial rate of interest om loans. 
Unsubsidized loans given by private lenders under some 
form of federal guarantee are the cheapest of all, the 
only budget charge being for administration and whatever 


Small subsidy may support the guarantee. 
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It is useful to distinguish between two major dimensions 


off an aid program.*(/fhe first 1s the size .of funding =oriers 


i.e. how much, in whatever form, is offered (potential) 
students of various descriptions in the way of financing. 


The second is “the setorf cond tions attached: tosthe 


funding offer, i.e. how much comes as a straight grant, how 


much as a loan repayable under specific terms, how much as 
a (subsidized) wage for work performed, etc. The rules 
should be such that (1) students will accept the specified 
funding if their enrolment depends on its availability, 
(2) the burdens placed on them and their families are 
"tolerable" by current social standards and (3) the above 
two requirements are fulfilled at the minimum possible 
Dudget. cos ts). 

Some analysts view rapid growth of student borrowing as 
alarming and some as encouraging.“ The question of how 
much reliance should be put on student loans in the future 
has become one of the major policy questions in the debate 
over financing higher education. Should student loans 
become a major (or even the sole) mechanism to finance 
higher education? Or, are we already burdening students 
with too much debt? What should be the role of the 
federal government in the student loan market? Should it 


continue existing programs? Should it facilitate the flow 


of capital to student loans by establishing federal lending 


-See Milton Friedman, "The Higher Schooling in America," 


in The Public Interest (Spring 1968) 108. | 


authority or providing a secondary market for student loan 
paper? Should it increase subsidies to lenders or to 
borrowers or should it reduce them? 

A number of possible funding roles for loans are 
possible. These include: ° 
deel Cost 

One possible role for loans in higher education is that 
they support the entire cost of instruction. The implica- 
tions of this role are that government support would 
wither, and that the college and university system would 
become entirely market-oriented. Those who see no social 
benefits stemming from higher education would find this 
standard attractive. 

Even if some subsidy for higher education were envi- 
Sioned, a full-cost loan program with subsidized loans 
could be the answer. The appeal of full-cost loan prog- 
rams to those who would take this more moderate view 
would again be the creation of a market-oriented higher 
education system. 

Zo. Ota student Charges 
Tuition and student fees represent about one-sixth of 


total instructional cost. In addition, students are 


charged for a large share of the costs of auxiliary services 


associated with higher education: residence fees, books, 


3 


SeeeR. We Hartman... Public. Policy for’ Higher Educetaon 
Student Loans (Washington, Brookings Institute, 1970). 


oS) 


etc... Financing the..total of student ‘charges forcahiy tiess 
activities provides another possible role for student loan 
programs. Under the full student charges standard, govern- 
ment and-private subsidies would continue, but the loan 
program would be ready to accommodate each student up to 
his costs of tuition, fees, room and board. This standard 
for loans might appeal to those who accept the principles 
underlying present government and private subsidies, but 
who would like to see the financial barriers created by 
student charges hurdled primarily through loans. This 
approach implicitly assumes that existing subsidies (the 


gap between full cost and student charges) are about 


right and that remaining charges result primarily in private 


benefits to the student. 
3. Student Charges Net of Family Ability to way 

All charges above "equitable" parental contributions 
for which’ the student is liable would be availablé cheaeea 
loans, rather than the present system of grants, accumula- 
ted student savings, and extra parental contributions. 
Moreover, no student whose parents are willing to accept 
the responsibility of contributing a "fair" amount nee 
face any further financial barrier. 
Yet) Status. Quo 

Those supporting this view are those who would rather 
see no loans at all, but accept the current levels in the 


absence of preferable alternatives. 
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van Accessory Aid Through Loans 
A final standard which is philosophically apart from the 


above envisions student loans as a residual item in the 
overall finance scheme. The rationale for the total 
financing picture would run like this: Society's interests 
can be best served if the community provides the resources 
for a minimum or basic amount of higher education for all 
through direct grants to schools or to needy students. 

For those students who wish more than the minimum, a loan 
program should exist to finance charges above this basic 


amount. 


CEA P le ele 


A. Existing or Proposed Financing Schemes 


A number of schemes exist or have been pYrOoposed= ae 
finance post-secondary education. A few of the major ones 
are reviewed in this section and their impact analyzed. 

Present loan programs limit the length of the repayment 
term to a maximum of 10 years. There are two major 
criticisms of this practice, one theoretical and one 
practical. If loan repayments are restricted to a period 
of time less than the period during which returns accrue, 
the investment criterion will prove stiff. The student- 
borrower, for example, will have to justify the costs of 
DOrrOWwing Out. Ofe lie first = BO years sof pos -eredaee in- 
come, rather than out of the stream of income of human 
capital which flows for, say, a 40-year period. To the 
extent that short-term repayment requirements on student 
loans impose this kind of penalty, while other forms of 
investment are not so penalized, one would expect tosaind 


relative under-investment in higher education. 


Bs Contingent Repayment Schemes 


The contingent repayment loan scheme is basically a 
variation of the guaranteed loan system. The student does 
not obligate himself to repay the full amount of his loan 
at some fixed interest rate and time horizon but rather, 


Signs a contract to repay a certain percentage of his 


income in the future. The implication to the borrower is 
that if he is unsuccessful he will’ not be-straddied with 
very high debt payments, while the successful student pays 
at relatively higher rates. 

To the lender, the relatively higher dividends from 
successful borrowers offset the lower dividends from 
wusuccesstul borrowers leaving da Satisfactory Net prolate 
on the operation. The following are actual proposals for 
the adoption of such schemes. 

1. Educational Opportunity Bank (EOB) 
While the contingent repayment scheme is a fairly old 


idea, originating 17 years ago in the United States with 


Milton Friedman, the idea regained prominence in 1967 when 


it was recommended by the President's Science Advisory 
Committee headed by Professor Zacharias. The panel's 
Pepont stated: 
The Panel recommends establishment of a bank, which 
might be called the Educational Opportunity Bank (Ed 
Op Bank), as an agency of the Federal Government. In 
order to obtain funds, the bank should be authorized 


to borrow money at going Government rates. It should 


be authorized to lend money to post-secondary students, 


regardless of the student's resources. A student 
should be able to borrow enough money to cover his 
tuition, costs, and subsistence at whatever college, 


university, or other post-secondary institution he is 
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admitted to. The Bank would recoup these loans through 
annual payments collected in conjunction with the 
borrower's future income tax. At the time a loan was 
granted, the borrower would pledge a percentage of his 
future income for a fixed number of years after gradua-= 
tion. The Panel recommends that the number of years for 
repayment be 30, or perhaps 40, years. This period 
would be a fixed term.for all borrowers. The percen= 
tage of income pledged would be proportional to the 
amount borrowed. Preliminary estimates are that the 
Bank could be self-sustaining if it charged borrowers 
1 per cent of gross income over 30 years for each 
$35,000 borrowed. — 
The main advantages of such a scheme over the existing 
guaranteed loan program are perceived as’ follows: 
a.) No borrower need restrict his investment in 
education out of worry about a large debt which he 
could not repay. This should encourage students to 
borrow and reduce income barriers to attendance at 
college, 
b.) By extending repayment periods to 30 or 40 years 
instead of the present typical 10 years, the students 
may borrow much larger sums for their education. 


te ducational OPPOrUUNSt ya Banlos -a Prepon boon, ae Panel on 


Educational Innovation to the United States Commissioner 
of Education, Director of the National Science Foundation, 
and Special Assistant to the President for Science and 
Technology (Washington, D. C., United States Government 
Publications it ricexAucus i. 1 Jos. 
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er vine =avartebi lity, of ithe Woans as Motudlrect ly 
affected by the state of the money market. 
d.) The plan makes young people more responsible for 
their own education, as they have borrowed against their 
future incomes and have not relied on the largess of 
parents or society. 
e.) Large government programs are most easily adminis- 
tered when there is no need for discrimination among 
recipients. 
f.) If this program became popular and a substantial 
portion of education were paid for by tuition and 
subsistence: Charges, then the flexible funds of =private 
foundations could be used in more innovative ways in 
education. 
There are also a number of disadvantages to this plan and 
they can be summarized in the following comments: 
a.) Students with high income prospects, or with 
parents of high income, will tend not to use the plan, 
Since they can tap other sources, including the banks, 
for funds. Thus the children of low-income earners 
will be most dependent on this plan, and it may not 
become self-sufficient. 
b.) Social and political pressure could be brought to 
bear upon students, by refusing them lending privileges. 
c.) Large increase in fees could occur. 


d.) Women would be carrying a negative dowry into 


BE 


marriage. 

é.) Funding thé program could be a problem.’ ‘The 

Panel sug ses ted ar cost of Sl ballon “for sthe tare 

Veer Onsoperation AM thes Unireu so tates: 

The redistribution aspects of the Educational Oppoerean— 
ity Bank also seem attractive. Speculations by Hansen and 
Weisbrod’ follow the trend below: 

awe oA Tul l—eost Educational Opportunmi oy Bana sae 
shiit» costs from state, and local taxpayers "Go 
federal taxpayers and to Bank borrowers. 

b.) Since Bank borrowers are now--and will likely 
in the future continue to be--richer than the 
taxpaying population in general, financial support 
is shifted to a group with greater "ability-to-pay"™ 
e.) sThéerstate-local tax isystem is<regressive, 
especially at lower incomes.” THus, the lesser 
reliance on state-local pa seepane is twice-blessed: 
not only is this group poorer than Bank borrowers, 
but the poorer members of the group are presently 
more Heavily taxed." "ihe lesser mei ance -onme teas 
institutions may be thrice-blessed, if, as Hansen 
and Weisbrod contend, the subsidiés granted. by State 
institutions are absolutely larger for wealthier 
college students than’ for poorer ones,» al thous 


wealthier borrowers may borrow more from the Bank and 


ne 


cee W. Lee Hansen and Burton A. Weisbrod, Benefits, Costes 


Finance of Public Higher Education (Markham Publishing 
Companys 196.9). 27.5%. 
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thus wecervchlarsertabsoluce subetdies jfoom sthe 
federal povernment.) 
d.) The federal taxpayer picks up part of the 
burden yielded by state and local taxpayers. Since 
the federal tax system is progressive, am additional 
argument can be made for the Bank's conformity with 
abiilitty—to-pay’ doctrine.” (This would);.ob course: 
hold for any shift in financings from state and loear 
revenues to federal.) 
e.) Most of the reduction in reliance on state and 
hocasl taxation would'"be compensated for, by ean 
increase in taxes of Bank borrowers. We have already 
indicated that these borrowers in general are richer 
indies abe and locals taxpayers. 
2.) Contingent Repayment “Student Aid Plane (CORsar) 
Stemming from the Educational Opportunity Bank concept 
have come a number of proposals incorporating the contin- 
gent repayment idea. The main difference between these 
schemes and the EOB scheme is that the student cannot 
repay more than the amount the has borrowed plus interest. 
Again, the schemes are related to income and are repaid 
Mthroucghsan incomes tax program. 
These schemes have been suggested in the context of 
student assistance plans rather than as replacements for 
government subsidies for the capital and operating costs 


of post-secondary institutions > bum they could serve ver fier 


role. One such proposal, made by Stager and Cook, attempts 
to improve on the EOB by recommending alternatives to the 
major drawbacks of EOB such as: (a) -an opt-out pate to 
attract high-income earners; this would represent an upper 
limit of payment based on principal and some pre-determined 
interest rate, and (b) an equitable treatment of women 
Eee aa 
The major recommendations put forward by the plan are: 
a.) The provincial government should establish an 
agency authorized to raise capital through an issue 
of bonds guaranteed by the provincial government. 
b.) This agency should establish a fund from which 
it makes advances to an amount equal to tuition fees 
and either a living allowance, or a stipend to match 
estimated average foregone earnings, to academically 
qualified students in attendance and making satisfac- 
tory progress toward a degree at an accredited post- 
secondary institution. The terms of the agreemen® 
should specify a repayment period, and an income 
level to be used in determining the repayment rate 
for married women not participating in the labour 
TOYCe': 
c.) Upon graduation, or termination of attendances 
a post-secondary educational institution, the bor- 
rower begins to make annual repayments. Such 


repayment period terminates, or the sum of all 
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repayments is sufficient to retire the borrowed 
principal, with interest compounded annually at a 
specified opt-out interest rate. 

d.) If a participant in the scheme decides to emig- 
rate: £0, a countrys with which there is-nogtax tteany 
providing -for-mutual collection’ of. such taxes. he 
should have the option of paying the remaining 
obligation in, a Lump sum, or authornzing ciyev fundere 
transfer the remaining obligation to a private col- 
lection agency, or entering an agreement to continue 
repayments independently on the basis of declarations 
of income field annually. 

e.) The fund would employ the flow of repayments and 
any necessary additional borrowing to finance its 
current outlays. The charges for debt service could 
be met either from the fund's borrowing or through a 
subsidy from the provincial revenue. 

f.) “The fund mayeatso administer, if desired. 7a 
program of grants allocated on the basis of demon- 
strated need and calling for no repayments. 

g.)o The transition from the present leved of loans 
and grants to a level meeting tuition plus an 
allowance for living costs and foregone earnings may 
be accomplished relatively rapidly if the principle 


: 3 
of repayment of all such support is accepted. 


3 Cook and Stager, Student Financial Assistance Plans. 


The main advantages of the contingent repayment scheme 
are. similar too those of “he HOB, The sizable loans which 
would be made to those who qualify will enable more of a 
cross-section of youths to attend the university, provide 
a wider choice of universities and reduce the economic 
burden placed on parents (and taxpayers) of college-aged 
children. A number of difficulties exist which include: 

a.) -establishing in advance a. system of “earnings—— 

surcharge rates which would return a specified yield on 

an investment, given the uncertainty associated with 
projecting future relationships between education and 
earnings; 

b.) determining repayment terms for women who marry 

buts.do: not enter thes labour force: 

¢.)., avoiding the. publishing of repayment Cleric 

according to field and level of future earnings and 

hence the skewing of demand; 

d.) ‘preventing the. high initial, costs of, suchma 

program generating inflationary pressures; 

e.) perpetuating existing government supported 


programs at the university. 


hak 


Ze deo OF OUL ivan wand. Gondor Proposal ors tudent Financial’ 
Assistance 


This plan is a variant of the plan proposed by Cook and 
Stager and was made to the Councrtl of Ministers..of Education 
or pCanada. The attempt was to formulaie a plan which was 
national in scope, applied uniformly to all students, con- 
formed to the generally accepted rules of equity and justice, 
facilitated the mobility of Canadian students in Canada and 
strived for the greatest simplicity of operation while 
distributing the available public funds to those students 
who were in greatest need. 

Formally, the terms of the proposal were outlined in 
Rie p,oOlLowian so poantse 

1.) Initially, public: financial eases tenee so muge 

students will be in the form of an interest-bearing 

loan. 

2.) The student is responsible for paying back the 

total amount of his borrowing plus the accumulative 

annual interest. 

3.) The amount of the annual repayment will be the 

factor of the recipient's taxable income. 

4.) Annual repayments are concluded in two ways: 
i.) When the total debt, including interest, 


is Tully pads .or 


+ Summary of a Proposal for a New Program of Financial 
Assistance to Students; Subcommittee on New Approaches 
to Student Assistance, Post-Secondary Education Committee, 
Council of Ministers of Education, Canada. Mimeo, 
November 1969 


ii.) After the payment of fifteen annual 
instalments. 
5.) The loans will bear interest from the date of 
issue at prevailing "rates". 
6.) Loans will be granted to cover all approved 
educational costs. 
7.). Every applicant must satisfy the criteria of 
needs assessment. 
8.) All post-secondary students, both full-time 
and part-time, will be eligible to apply for agamear— 
ance under this program. 
Perhaps the greatest departure from the Cook and Stagey 
proposal comes in criterion seven--that every applicant 


must satisfy a needs assessment. This stipulation ia 


perhaps needlessly restrictive as all loans will be interest- 


bearing and the interest charge will be at prevailing market 


rates. 

The advantages to this scheme are twofold: 

1. the amount of the loan fund required to set up such 

a program will be minimized, and 

2. it guards against students from rich families 

obtaining favourable repayment terms. 

Counter balancing these advantages is the requirement 
that every applicant must satisfy the criteria of a needs 
assessment. Certainly, this negates the concept that the 


plan should apply uniformly to all students enrolled in 


ee, 


Ts 


programs of post-secondary education. It seems unrealistic 
that the amount of money granted to a student should depend 
on his parental background. Similarly, little consideration 
seems to have been made to married students and the female 
borrowers who do not work after graduation. 

The maximum fifteen year term of repayment seems unrealis- 
Gia by? snort. It certainly limits the amount of money the 
student can borrow while going to school which he can hope 
to repay at some reasonable rate of expenditure upon 
graduation. Such a restriction would preclude any 
considerations of the students' paying anything near full 
SOet “TiVier lor. In fact, at seems unlikely that a-muen 
greater portion of the educational burden could be placed 
on the student. 

The discussion on the source of funds is perhaps one of 
the most important considerations in any student assistance 
program. It is important that capital markets be established 
in such a way that students are guaranteed a constant and 
reliable source of funds. The following considerations 
in terms of funding have been suggested by this plan. 

1) Dts hoped that, this prosram walk be finance 
by and through the Federal Government. 

2, . The lenders will be paid directiy by the 
Government. 

3. Repayment to the Government by the borrower is 
absolutely independent of the reimbursement of the 


lender by the Government. 


We The annual net cost to the Government is the 


difference between the amount paid by the Government 


to the lenders and the repayment received by the 
Government from the borrowers in the same year. 

This funding proposal differs from that of Cook and 
Stager in that -a federal source of funds is to be estap= 
lished as opposed to a provincial source of funds. There 
is an implicit danger of federal control ina constitution 
provincial matter. It seems unlikely that ‘the provinerad 
government would give up control of these funds without 
ensuring some safeguard as to their own autonomy. 

There are, two final criteria forthe administationeer 
these programs} they are defined below: 

i. It ts assumed that ‘the\machinery established for 
the Canada Student Loans Plan may be adapted to 
encompass the administration of awarding loans in 
this program. 

¢. The agent of collection should be the Minister 
of Revenue. 

The selection of the Minister of Revenue as the agent 
opicolleaction 21s .4a° reasonable sone. It ensures, in some 
measure, that the program is national in scope and facili- 
tates mobility of Canadian students within Canada. Lt 
the fund were provincially established, then the liaison 
between the collection of provincial debts through federal 


channels would have to be worked out. 


Overall, the plan seems to have drawbacks in several 
areas: 

Lotte tase tudenu se Dorpowiive. abil tlesttOmiwes 

family background. 

2. It treats full-time and part-time students 

differently. 

3. Insufficient consideration is given to married 

students and to the problem of females who do not work 

after graduation. 

4. The limitations imposed on the amount of funds which 

Can be=Dorrowed Decause ora lSsyear repayment aeerumanc 

not clearly specified. 

5. «The establishment, of a federal fund in’ a*provinemal 

FUpLSaGVeEtTToOny) nex nem cleanly-outtaned, 

6. If a provincial fund were established then the 

liaison between the creation of debts to the provincial 

government and the collection through the federal 


government would have to be more clearly outlined. 


peels ured), ob xed JODU usa twons “Loan Program? 


Among the cheapest forms of financial aid to a student 
is a guaranteed loan program administered by commercial 
banks. Taking the original version of the Federal 
Guaranteed Loan Program as an example, the major features 


of an insured, fixed obligation loan program are: 


Bees R.A. Wolk, Alternative Methods of Federal Funding 
for Higher Education, Carnegie Commission on Higher 
hdpeatron >.) Calivtornia , 1968 
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Act. 
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a.) Full interest subsidy while the borrower is a 
full-time student. 

b.) Fixed interest subsidy in post-school years 

deducted from the regulated commercial rate charged | 
by the lending institution. 

c.) A "commercial" repayment schedule covering up to 

10 years without any reference to actual future incomes. 
d.) An insurance fee paid as an added interest charge. 
Under the version of the Federal Guaranteed Loan Program 
effect during 1968-69, interest: subsidization was" Limined 
students whose adjusted family income is less than $15,000. 


Guaranteed Student Loans: National Defense Educe ee 


Act (NDEA 


In 1958 Congress passed the National Defense Education 


This piece of legislation recognized that improve- 


ment: of education was'a worthy national goal; in itseue. 


Along with various types of aid to secondary schools the 


NDEA provided for undergraduate student loans and graduate 


fellowships and loans. The Act authorized the federal 


government to put up $.90 of every dollar loaned with the 


ISstitutLonsscon teLbutines thewother. holon An individual 


could borrow $1,000 a year up to a maximum of $5,000. The 


interest rate was at 3 per cent accruing 9 months after the 


student left college. The loans included forgiveness 


features for students entering teaching professions. The 


term of the loan was for 10 years. 


6 


Ibid 
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Calculation! ona, prancipal of $1,000 inthe first “yean 
and an interest rate of 6 per cent indicates a subsidy of 
about 30 per cent on a freshman loan with repayment begin- 
ning five ee after the loan is made. Of) hails? ssubssacys, 
approximately half is in reduced interest rate and half in 
the delay of the repayment period. 

For those graduates who become teachers there is a 
specific forgiveness feature. For each year of teaching 
10 per cent of the principle (and hence interest) is 
cancelled, up to one-half of the total principle. In 
districts with predominantly low-income families the for- 
giveness is increased to 15 per cent of the principle per 
year, andmip iO. 100 per cent ol: tie Loans 

The major features of NDEA loans are: 

a.) Full interest subsidy while the borrower is a 

full-time student. 

b.) Interest subsidy on post-school years that brings 

theveffective, interesttrate charged down to) 4) pre= 

determined level. 

ec.) A repayment schedule covering 10 years, without 

any reference to actual future incomes. 

d.) A yearly cancellation provision for borrowers 


employed as full-time teachers. 
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5. “The Natronal Student Loan Bank’ 

The National Student Loan Bank, like the Educational 
Opportunity Grant (EOG) scheme, was recommended by the U.S. 
Department of Health, Education, and Welfare in January of 
OCs: Its purpose was to supplement the EOG and existing 
federal loan and support programs such as NDEA. Firthem. 
it would: provide-,--on* a’ national basis, a Stabile scouncerGam 
funds to higher education established by Congress. Capital 
would be raised by the sale of securities that would be 
guaranteed against default by the federal government. 
Loans would be made at fixed interest rates over periods 
extending up to 30 years with provisions for flexible 
repayment schedules. 

The fund would be available to each student in an 
eligible institution who would be allowed to borrow an 
annual sum not to exceed tuition and fees plus subsistence, 
minus federal aid received in the following forms: 

a.) Educational Opportunity Grants (EOG) 

b.) National Defense Education Act loans 

ec.) federal fellowships or traineeships 

Loans would be available for up to five years of under- 
graduate and five years of graduate study (or the equivalent 
in part-time study). At the end of the enrolment period 
the bank would consolidate all outstanding principle sums 
and arrange a contractual repayment schedule which provides 
for either: 

Toward a Long-Range Plan for Federal Financial Support for 


ee a ele ones to the President by the U.S. 
one ealth, Education, and Welfare (Washington' 
25 69 2%. 


a.) an equal sum to be repaid in each year, or 

b.) a schedule of rising repayments to be devised 

by the bank. 

thes choice of options,1s Lett to’ the borrower. 
Collection would be effected through the Internal Revenue 
Service (IRS) through yearly or quarter-yearly payments 
based on the repayment agreement. 

The cost to the government of operating the student 
loan bank would consist of all interest charges accrued 
during the enrolment period of each student borrower. 

The government would also be liable for any default, death 
and disability losses as well as any annual low earner 
cancellations. 

The collection costs incurred by the Internal Revenue 
Service would be met from general revenues and the federal 
government would be required to provide start-up costs. 

The repayment schedules on total loans of $10,000 are 
indicated in Table 23 below, for loan periods of 30 and 
1S years. The $10,000 figure represents an average loan 


of $2,500 over four undergraduate years. 


is 


Table 23 


Repayment Obligations (30-year loan) 
5) per cent:-6 per cent 7/7 pen cene 


Total Borrowed $10,000 $10,000 $10,000 
Annual repayment 650 726 806 
Approximate monthly 

repayment 54 60 67 


First year repayment on a 
10-year loan where 
borrower pays 10 per cent 
of principal plus ~interest 
in first year $1,500 $1,600 S14537 00 


For a $10,000 loan, repayments based on a 15-year schedule 
of repayments are 


Repayment Obligations (15 years) 
5. per cent 6.sper cent. J» per. cems 


Total borrowed | $10,000 S200,.20,0,0 $10,000 
Annual repayment 963 hee O29 1,097 
Approximate monthly 

repayment 80 85 92 


Annual repayments for loans illustrated above would represent 
the percentages of various income levels 


Annual Repayment as a Per cent of Income (6 per cent loans) 
Annual Income 
$5,000 $7,500 $10,000 $15,000 
14.5 9.7 (PEE 4.8 


2056 Se) 10.3 Cid 
32.0 pS 6x0) LS 7. 


Source: Department of Health, Education, and Welfare, 


Toward a Long-Range Plan. 
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The need for a national student loan bank would become 
intensified if longer term and income contingent repayment 
schemes were adopted. In particular, the following two 
problems would arise: 

1. If loan repayments were made to be contingent upon 

income, the collecting agency would need access to the 

borrowers! tax reports. Tt .is)not likely thatesuen 
access could be, or should be, provided to lenders under 
either the National Defense Student Loan program or 

Guaranteed Loan Program as presently administered. 

2. Lengthened repayment terms would exacerbate the 

difficulties already present in attracting loan funds 

to the guaranteed loan program as it presently operates. 

A longer repayment term would worsen the illiquidity of 

student loans as perceived by banks and collection costs 

would escalate to the lender as additional billings to 
mobile families would be required. Under these circum- 
stances, the financing of a large-scale loan program 
would have to move beyond the narrow confines of 
commercial bank finance presently occupied by the 


Guaranteed Loan Program. 


6. Educational Opportunity Grant® 

The Educational Opportunity Grant was proposed ina 
report from the United States Department of Health, 
Education and Welfare in January of 1969. It was framed 
by the federal agency to dovetail with the National Student 
Loan Bank. The plan recommended that all students would 
be entitled to an annual sum equal to: 

a.) the national average college attendance cost, and 

be)* ‘the :family contribution. plus expected 6 aidemr 

savings plus 10 per cent of effective family income. 

The maximum annual grant would be limited to the lesser 
ene 

aa eS > UOmEOr 

b.) tuition and fees plus a minimum maintenance 

allowance as determined by the Federal Commissioner 

or Education. 

In any case, the minimum grant would be $200. The 
definition of average costs, family contribution, expected 
student-savings, and effective income are quoted Dbetows) 

"National Average College Attendance Cost would be 

the average of undergraduate tuition, fees, room 

and board charges at institutions of higher education 

(public and private, 4-year, 2-year, and university), 

as determined by the Commissioner of Education. This 


sum would be recomputed every two years or at shorter 


Ibid 


intervals if the Commissioner of Education 


determines this to be appropriate." 


"Pamily Contribution would conform to standards 
established by the Commissioner of Education and 
would incorporate such factors as effective family 
income and number of dependent children. Guide- 
lines for Family Contributions would be established 
annually under the supervision of the Commissioner. 
The Commissioner would determine whether students 


are self-supporting." 


"Expected Student Savings would be such sum as the 
Commissioner of Education may determine accurately 
reflects the average student's expected savings from 


Summer employment." 


"Effective income would be the SAME income 
(including non-cash benefits that the family may 
receive) minus; (a) federal income tax paid; and 
(b) special categories of expenses arising from 
unusual circumstances as defined in the guidelines 


as approved by the Commissioner of Education." 


The following Table 24 indicates the size of grants 
which could be expected by effective family income and 


number of dependent children. 


Table 24 


[LLUSTRATIONS _OF THE. EOG, PROGRAM 
FORD, 25-4, AND=6 .CHYUDREN FAMILIES 


National average college attendance cost = $2, 200 


- Expected student savings = $300 


College scholarship service criteria of adjusted 
effective income and expected family contribution 


are used for illustrative purposes 


Opportunity Grant 


Effective Income 


$200 grant at $6,500 effective income 
$200 grant at $7,300 effective income 
$200 grant at $8,700 effective income 


Department of Health, Education and Welfare, 


DOUNCEe:; 
Toward a Long-Range Plan. 
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7. Auxiliary Student Support Schemes ? 

Although loan and grant programs provide the bulk of 
student aid in North America there are two lesser schemes 
which contribute to the students'(and parents') ability to 
finance higher education. 

1.) Work-Study Programs 

The United States Economic Opportunity Act of 1964 
authorized expenditures to pay needy students from low 
income families for part-time work while enrolled in 
eoullege. The federal government paid a large portion 

of the students' wages (first 90 per cent and then later 

cut back to--80- percent). The requirements were modified 

to include not only students from low income families but 
also those who needed earnings to stay in college although 
preference was given to those from low income families. 
The justification for the change relates to the 
question of how many could benefit from such a program. 

Low income family students constitute less than 10 per 

cent of the total number of students in need of earnings 

from part-time employment to pursue their studies. 
There are a number of benefits and losses to a work 

study program, as indicated: 
a.) the subsidy apparently going to the student 
may in fact be a subsidy to the rest of the student 
body because the college can reduce costs at the 
expense of the student's time and the quality of 
his education. 

ee er Oe re, Oe ne oe a a ee oe eee 


3 See both Toward a Long-Range Plan and Wolk, Alternative 
Methods, 58. 


b.) there is a displacement of members of the regular 
work force given the number of jobs available. Such 
a displacement represents a loss which is proportional 
to the adverse reaction of the regular labour force; 
c.) there is creation of additional social product 
through the filling of jobs which would go begging 

in the absence of placement efforts, or the encourage- 
ment of productive activities which might not have 
been undertaken; 

d.) the introduction of subsidies to employers in 
hiring only students implies a discriminating device 
in their favour and definitely implies displacement 
of other members of the labour force. 

There are approximately 400,000 students earning an 
average of $450.00 per year under this program so it 
constitutes a sizeable educational expenditure. 

ii.) Tax Subsidy Schemes 

Unlike the direct monetary transfers in loan and 

grant programs, tax deduction or credit schemes are a 

more subtle form of financial support. A tax credit 

allows the taxpayer to deduct the amount from the taxes 
due while a deduction reduces the taxable income on 

which the tax rate is applied. The value of a deduction 

As domined as the product of the deduction and the 

marginal rate of tax of the taxpayer. The definition 


of the deduction must be outlined carefully, for if 


87 


the tax rate is progressive then: 

a.) the marginal tax rate is higher for richer 
people, and 

b.) increasing educational costs reduce the marginal 
rate and hence the amount of subsidy. 

The effective subsidy to a family should not be 
limited to the amount of tax owed - if the subsidy 
would reduce the tax bill below zero then the net 
excess (or some portion thereof) should be paid to 
the family. This provision becomes very important 
in the case of tax relief to poorer families whose tax 
rates and liabilities are so low that neither credits 
nor deductions prove very helpful. One advantage of 
using the tax system is that the bookkeeping system is 
well defined and the costs would be minimized. Some 
disadvantages to the system are: 

a.). not all people file income tax returns and hence 
another bookkeeping procedure would be initiated for 
these people 

b.) the subsidy is not inversely proportional to 
income and hence more aid is given to richer rather 
than poorer families 

rae the tax credit bill could benefit institutions 
more than students and parents if the institutions 
raised their tuition fees and captured the potential 


private saving 


d.) in the United States such a plan would favour 
private institutions whose costs are higher and hence 
the subsidies would be greater 
e.) tax relief proposals transfer control of now 
public funds to the hands of private individuals 
f.) tax credit schemes have little impact to provide 
incentives to students to continue their education 
One plan for tax reliefl? which shares basic 
characteristics with others of the same spirit was 
offered by Senator Abraham Ribicoff and passed the 
United States Senate. The features of the plan were: 
a.) for taxpayers with incomes of $25,000 or less the 
credit would be 75 per cent of the next $300 and 10 per 
cent of the next $1000. No credit was to be given 
for amounts above $1,500 so the maximum credit was $325 
b.) taxpayers with incomes above $25,000 would lose one 
dollar of credit for each $100 of income above $25,000. 
The major defect of the Ribicoff proposal was that 
of not permitting the effective subsidy to exceed tax 
Lieb lt ty’. This meant that it was of limited value to 
a lower income taxpayer and that the credit might be 


worth less than a credit given to a higher income 


taxpayer who actually spent less on education. 


10wolk, Alternative Methods, 58 and 233. 
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The major program in Ontariot combines the features 
of a grant and a loan program. The essential features 
of the OSAP program are as follows: 

a.) Any person enrolled in a full-time course of 

study at an eligible post-secondary institution in 

order to qualify for a degree, certificate or diploma 
is eligible to apply for assistance. All Canadian 
universities, other Ontario public post-secondary 
institutions and several private institutions are 
recognized for this program. 

b.) Students who are married, or who have completed 

four successful academic years, or who are 21 or 

over and have been employed for 12 months prior to 

enrolling, or who are 25 years of age or more, are 

classified as "independent of parental support." 

ec.) To arrive at the financial assistance required, 

the financial resources the student is assumed to 

have on the basis of information provided in his 

application are subtracted from the educational costs 
specific to his course and institution. The difference 
is the total award made. The first $150 of the award 
iec.a loan; “ofsthe next 6750 or less. 60 per cent is 

a loan and 40 per cent is a non-repayable grant; 

the balance, if any, is also a grant. Thus the 


maximum loan in one year is $600. 


rs 


llsee Cook and Stager, Student Financial Assistance Programs. 


d.) The loans are interest-free until six months 
after graduation or withdrawal. The loans are 
arranged at any Canadian bank on the basis of a 
certificate of eligibility issued by the educational 
Institution. Repayment must be made within ten 
years after graduation. 

e.) Parents are expected to contribute to the 
students' costs in accordance with their levels 

of income and number of dependents. Students 

are expected to contribute a part of their summer 


earnings. 
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The Tolerability of Loan Criteria! 

Many opponents of increasing the role of student loans 
in higher education finance have referred to the "burden- 
someness" of large debt accumulations by young families. 

If there were some general consensus as to what level of 
debt is on the borderline between "acceptable" and "burden- 


some ,"' 


public policy could be guided to establishing a 
Maximum role for student loans. But there is no such 
consensus. What would command general agreement, however, 
is that the relevant measure of the oppressiveness of a 
debt is the relation between future repayments and future 
income. 
All loan types stand between the following two limits: 
a.) the strict "commercial loan," repaid at a competitive 
interest rate by the recipient. At the assumed budget 
discount rate, the budget cost of a "commercial loan" 
funded out of the federal budget is zero. 
Dba) the outrnichtmerant, tundedsat enioecos tacomiie 
receiver but carrying a budget cost equal to the full 
amount of the grant. 


Intermediate types divide the cost between the aid 


‘agency (as lender or subsidizer) and the student borrower. 


S66 A.L.- Daniere, The Benefits: and Costs of Alternative 


Federal Programs of Financial Aid to College Students 
(Massachusetts, Institute of Human Sciences at Boston 


College, 1969) 
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For each loan type, the maximum amount which a student 


can take with tolerable repayment obligations can be 


specified: 
Figure 1 
Subsidies on Loans 
Tolerable \ 
amount of r 
loan ' 
i 
< i 
4000 p 
| 
‘ier | 
2000 discount 
t budget 
1 cost peg 
dollar o 
0.80 loan 7 
Source: Daniere, Benefits and Costs 


The curve above, describes increasing amounts of loan 
which the student will take (find tolerable) for increasing 
levels of subsidization translating into increasing budget 
costs per dollar of loan. The curve goes to infinity for 
totally subsidized loans (grants), and starts at a low but 
positive level for strict commercial loans. 

In determining a "tolerable" level of loans for 
alternative loan programs, a social consensus of what 
constitutes tolerability must be referred to, rather than 
what individual students would view as such. 

A tconsenrabie! repayment stream may be defined as 


one which: 
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a.) does not exceed a fixed proportion of "residual" 

income (income after tax minus "necessary" expenditures) 

in any year. 

b.) does nee begin until some time after termination 

of studies 

ec.) stretches to no more than a fixed number of years 

after termination of studies 

Whether a given amount of loan will prove comfortable 
depends on: 

a.) repayment obligations incurred 

b.) shape of the future "residual" income stream 

ec.) future credit conditions available to the student 

If repayment is to be made on the basis of expected 
income streams then there are two ways in which this repay- 
ment may be calculated in keeping with tolerability criteria: 

a-)7, 15 ¢loan, obligations are unrelaved to-acrual 

residual income received, then the amount of loan is 

calculated so that repayment will be "comfortable" in 

terms of a résidual income stream less than the expected 

residual income stream (protection against risk of low 

income). 

b.) If loan obligations are flexibly adjusted to actual 

residual income in any year, and if repayments can, in 

no case, continue more than five years beyond a 

"comfortable" period, the amount of loan is calculated 

so that repayment will be "comfortable" in terms of the 


expected residual income itself. 


Iwo types of student may be considered - those who go 
for four continuous years and those who gO. FOR six 
continuous years. If we consider that part of the 
residual income should be available for securing life 
insurance, providing emergency funds etc. and that 90 per 
cent of after-tax income is used for consumption expenditure, 
then something less than 10 per cent can be set aside for 
loan repayment. Daniere suggests that this level be 725 
per cent of after-tax income, which would allow for the 
establishment of the requisite emergency funds. Figure 2 
indicates Daniere's calculations of comfortable repayment 
streams for those four and six year students who exactly 
completed their programs within the required times. “The 
payback period is defined over ten years as most existing 
programs use this as the base payback period. 

Given the maximum comfortable repayment stream, it is 
possible to determine what total level of loans could be 
amortized under varying assumptions as to repayment 
schedules, cancellation provisions, and degree of interest 
subsidy. Three loan program classes were considered. 

1. Insured, fixed-obligation loan program, with 

repayment over ten=yean. period. 

2. The current NDEA loan program 

Sep A tees under which annual repayment is fixed 

at a given percentage of residual income per $1,000 of 


loan. 
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Figure 2 


MAXIMUM COLLEGE LOAN DEMAND 


(Four Years of College: and Six Years of College) 


1000 
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Source: Daniere, Benefits and Costs 


For each of the alternative loan programs above, and 
for each class of borrowers (two year and six year 
continuous full-time study), a budget cost per $1,000 
of loan was derived, based on the following assumptions: 
(Table 25) 


a.) For computation purposes, the aggregate loan was 


assumed to be made in equal installments each school 
year, each installment being paid the student on : 
September 31 at the beginning of the school year. 

Students were assumed to repay, on the average, in 

ten yearly installments, the first installment being 

paid exactly two years after the last loan installment 

is made (in the middle of the first "repayment year") 

and the nine remaining installments at one-year intervals. 
b.). The rate of discount on future budget dollars @was 

set at the same level as the assumed commercial interest 
rate on loans, i.e. 6 per cent. The budget cost of a 
student's aggregate loan was computed in terms of budget 
dollars in the year of his entering college - eined 
federal decisions concerning financial aid are generally 
considered in terms of entering freshman cohorts. The 
budget cost was simply computed at the discounted sum 

(6 per cent) of federal outpayments (loans or subsidies) 


minus student repayment to the U.S. Treasury. 


Table 25 


Dus counted: Gosteory Loans {to 


Loan-Aid Agency per $1000 of Loan 


insured, Fixed Obligation 4-year 6-year 


LOan=— 10-year Borrower Borrower 
Repayment 


No interest subsidy 

Interest subsidy while in full- 
wemenscrudy and © Subsidy in 
repayment period 


NDEA Loan Program 


No cancellation 
50% cancellation 


Percent of Residual Income Repayment 


No interest subsidy 
Interest subsidy while in full-time 
study and 0 subsidy in repayment 


Source: Daniere, Benefits and Costs 
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Table 26 


Maximum Tolerable Loans by Type of Loan 


and Class of Borrower 


Insured, Fixed Obligation 4-year 6-year 
Loan-- 10-year repayment Borrower Borrower 
No interest subsidy interest $2,800 $3,470 
subsidy while in full-time 
study and 0 subsidy in repayment 
period 3,240 4,130 
% " 3,330 4,310 
% " 3,500 u 510 
3% : 37,000 4,690 
4% i, 3,840 4,890 
5% " 4000 5,100 ,/ 
6% " Tan 5,340 : 


NDEA Loan Program 


No cancellation 3j00:0 4,690 
50% cancellation GPO 9..750 


Percent of Residual 


Income Repayment % After-tax % After-tax 
Income Repay- Income Repay- 
Mehtreper Mer sper 
$1000 of Loan $1000 of Loan 
No interest subsidy 08 4,200 1 gee ae 


interest subsidy while 
freer ll otame study and 
0 subsidy in repayment per. 


1.55 4,800 1.15 636¢e 
cS " 1.46 5,060 1,09. “7,030 
2% " 1.38 5,320 1.03 97,258 
3% " 1.30 5,620 0.97 17 ane 
Ly " Pe 5,920 0.91, 8a 
5% " qei’s 6,270 0.86 8,520 
6% " 1.08 6,600 01.82" <aeece 


Source: Daniere, Benefits and Costs 
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e.) Costs incurred on the Death, Disability, Bankruptcy 
account (amounting to less than $2 per $1,000 under 
NDEA) and, where relevant, costs of loan insurance 

(by whomever borne). In the percentage-of-residual- 

income repayment model, the cost incurred on the account 

of low-income borrowers benefiting from the repayment 
cut-off was also neglected. 

d.) No provision for administrative costs was made, 

although it is recognized that such costs could vary 

Slgnificantly between programs used. 

Computations in Table 25 concern only sets of interest 
subsidy between 0 and 6 per cent. There is no reason, in 
principle, why the subsidy should not exceed the rate.of 
interest. This simply means that the subsidizing agency 
helps borrowers repay some of the principle over time. 

Since four-year and six-year (graduate school) borrowers 
are not distinguishable at the start of their college 
career, the terms of "college" loans must be fixed by 
reference to "four-year" schedules of aid agency costs 
and tolerable amounts. Those going on to graduate school 
are allowed to consolidate both undergraduate and graduate 
loans under the "six-year" loan terms, and their eventual 
budget cost per $1,000 of loan taken during college is 


that calculated under six-year loan terms. 


wn alternate evaluation has been formulated on costs 
by Hartman” who has calculated the repayment schedules for 
loans of $3,000 (assuming $750 per year for four years) 
and $9,000 (assuming $1,500 per year for six years). The 
payback amounts corresponding to $3,000 and $9,000 debt 
levels at various terms and interest rates are depicted 
on the basis of a gross annual income of $9,000. (See 
Table 27.) 

Loan terms of 10 years and 20 years were employed for 
illustrative purposes, the former being representative of 
most present loan programs-and the latter a rough méanmsor 
Sone areCenu proposals. 

The interest rates represent the following perspectives. 
Three per cent is the current rate employed in the existing 
direct loan federal programs. Seven per cent is the repay- 
ment rate embodied in the guaranteed loan program legis- 
lation and was the rate most commonly charged in 1968-69. 
The guaranteed loan program, as we shall see later, has 
run into trouble attracting lenders at 7 per cent, By: 
though the loans are insured by the federal government. 
Recent legislation allows up to a 10 per cent return to 
lenders. 

The debt levels associated with annual repayment of 
$1,350 are indicated in Table 28. This implies thats 
per cent of total income would be set aside and indicates 


. x e ° 
the loan amounts available under more severe payback conditior 


3 
Hartman, Public Policy, 45 
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Table 28 


Debt Levels Associated with Annual Repayment of $1,350 


Interest 
Rate 
Term 
(Years) 


pource:) Hartman, -Public® Policy 
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The effects of a lengthened repayment term may be 
illustrated by referring to a typical college graduate with 
$9,000 average annual income. Table 29 shows; the yannual 
imcome:-of such. 4a graduate, rising from-$7,000 in the jmigves 
post-graduate year to $11,000 nine years later. Fou 
convenience, it is assumed that income peaks at $12,000 
in the eleventh year and thereafter. The college graduate 
has accumulated a $4,000 debt during his college years 
through borrowing under a quaranteed loan program. 

Although the repayment rate of this debt averages about 
6 per cent of income over the life of the loan, this rate 
is exceeded in the first four years after graduation. EE 
this prototype student had been sensitive to a repayment 
ceiling of 6 per cent, he would never have accumulated a 
debt of $4,000. Even if he had, society might not want 
to saddle him with burdens in excess of the ceiling. 

inthe, third?and «fifth columns’ of Table=29) weshavermshown 
how a lengthening of loan terms might make a $4,000 debt 
"nonburdensome" by extending the repayment term to 16 years - 
while maintaining the 7 per cent interest rate. Constant 
annual payments of only $423.43 are required and this 
pepayment never exceeds 6 per cent of income. 

The criteria of tolerability for loan programs indicate 
that 2.¢ a student as not to: endure “uncomfortable repaye= 
ment schedules on loans borrowed at commercial rates he 


must limit the amount of his loan or negotiate for longer 
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term loans or both. The limits on such amounts would 
certainly be-a functionof the occupational choice or 
program which the student had made and the percentage of 
discretionary or gross income he wished to allocate to 
repay educational debts. 

From Daniere's analysis it would appear that approxi- 
mately $5,000 would be the maximum amount’ which the 
typical four year graduate could borrow, assuming 6 per 
cent charges, a ten year term, and no subsidy in the repay- 
ment period. 

Hartman's analysis is somewhat more conservative, 
indicating that at 7 per cent and a ten year term with 
annual repayments within the tolerability criteria of 6 
per cent of gross income, (at the $9,000 per annum level) 
the maximum loan would be around $4,500. It would appear 
then that the maximum unsubsidized loan which could be 
taken would amount to about $1,000 for each of the under- 


graduate years. 


apaniere-. Benefits and Costs 


Hartman , PUDLTLOFPOlLcy 


B. The Distribution of Benefits of Student Loans 
This section examines the questions of who should and 
who does benefit, from student loans in the United States. 
Asi moted-in the first part, student loan programs may 
serve several objectives, and it is from these objectives 
that some measures of the benefits of loans can be derived. 
A major benefit ascribed to existing loan programs is 
their ability to generate incremental enrollments. 
Frequently, the assumption is made that all borrowers under 
existing programs would not have enrolled were it not for 
the loans they obtained. Operating for the moment under 
this assumption, the program results for a recent year 
can be examined to see whose enrollment has been stimulated. 
im), Table: 30); the first three columns report the dieiaae 
bution of all borrowers by the gross income of their | 
families. These distributions give some indication of 
the different patterns of utilization in two programs, i.e. 
over 50 per cent of the borrowers in the NDSL program came 
from families with incomes below $6,900, while only 17 per 
cent of GLP borrowers had incomes below that level. By 
contrast nearly two-thirds of the GLP borrowers! families 
had incomes ag high. In column (4) of Table 30, we can 
see that ene median borrower's family income was about 


Son Or. 


TOd 


Table 30 


Percent Distribution of Borrowers 1967-68 


National Guaranteed All Borrowers 
Defense Loan As Percent of 
Student Loan Program /Nie de Students Enrolled In 
Gross Income Borrowers Borrowers Borrowers Own Income Class 


- $2,999 
- 5,999 
- 7,499 
- 8,999 

11,999 
- 14,999 


and over 


Peurecs | sHantman.,..rubiac Policy 


On the assumption that all borrowers! enrollment is 


attributable to the two loan programs, the fourth column 


of Table 31 summarizes the incidence of enrollment effects 


of the programs. According to these estimates, as much 
as 63 per cent of the lowest income groups! enrollment is 
attributable to the two loan programs. By contrast sonmey 
10 per cent of enrollment in the highest income category 
Can. be attributed to the: joint action of both programe 
in” total’, about” 1e sper cenit ofallstudents Clul) tame 
equivalents) "owe" their enrollment to these programs. 
The reason for the dramatic decline in enrollment 


incidence as we move up the income ladder is twofold: 


10 


first, the generally pro-poor incidence of loans, especially 


under the NDSL and secondly, the fact that the base number 


of students is so small in the lowest income classes and 


so large in the higher ones. 


The incidence numbers give an upward bias to the picture 


of the two major loan programs, even accepting the assumption © 


that all borrowers are not enrollers. The fact ot=the 


matter is that very few students from lower income classes 


are enrolled in college and while this situation is mee 
the fault of the existing loan programs, it providesme 
standard against which to measure the loan programs! 
achievements. Table 31 has shown what the income 
profile of college students would have looked like if 


enrollment rates were the same in each income class 


Table 31 


Percent Distribution of Enrolment 1967-68 


DesSterbucion PIE Enrolment FTE Enrolment 
Or Families: Actual Net of Borrowers 
Gross Income "Goal" "Gain. from Loans” "No.2 boans”™ 


$2,999 
3,000 5,999 


6,000 75499 
Tau = 8,999 
SOOO — =r de..0'99 
27,000 -— 14,999 
15,000 and over 


Soueces = Hantman,, Public erolacy 
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(i.e., if college students were distributed by income in 
the same way that families are). This 1S certdindyoaum 
ambitious goal, but one not out of line with some of the 
rhetoric about equality in education. Tabulated against 
the family income distribution is an estimate of the distri- 
bution of college students if all student borrowers under 
NDSL and GLP were to have dropped out of school in 1967-68 
Ceodimn= 6! arntabae tal): The actual distribution of college 
students is the final distribution shown (column 2). 
Given our assumptions, the distances between these last, two 
distributions represent the gain in enrollment equalization 
attributable to loan programs; the distance between the 
first and last columns is a measure of the "need" for 
equalization. It is evident that loan programs have 
made only a modest contribution toward the goal of equal 
enrollment rates. | 

Under these assumptions, we can distribute the "finance 
benefits" and the "subsidies" by income class of the 
students. 

In Table 32 (column 2) the distribution of benefits 
that derive from having been provided with a new source of 
finance (the GLP) are shown for fiscal year 1968. This 
column shows the per cent distribution of the volume of 
loans in the GLP that year. The reader will notieetthae 
this distribution is more skewed toward upper income groups 


than the borrower distribution reported in Table 31. In 
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1967-68, the average loan for those from families under 

$3000 was $780, about $150 less than the average loanjan 

the highest income class; thus, loan volume is more concen- 

trated in higher income classes than is number of borrowers. 
Unfortunately, average loan data by income class are 

not available for the NDSL Program. In -subsequena 

computations, we have therefore assumed that the average 


loan is the same in each NDSL borrower income class. 


Under this assumption, the total volume of GLP and NDSL 
loans is distributed by income class as shown in the third 
coLuminot the table. Once again, greater benefits accrue 
to the lowest income class than would be expected if loans 
were distributed in accord with the distribution of the 
total college population. Outside of the lowest income 
class, very little redistribution of financial opportunity 
takes place. Of 100 students, 73 have incomes between 
$3,000 = $15,000; they get about 72 per cent of thewioen 
volume, distributed approximately in proportion to enroll- 
ment. 

When subsidies granted by the two programs are 
considered, the distribution of these subsidies is only 
minutely more concentrated on poorer families than the 
finance benefits. Using the subsidies implied by the 
1967-68 rules of the loan programs, the distribution of 


subsidies is slightly more progressive ("pro-poor") than 


the distribution of loan volume because of the prohibition 
on interest subsidies to students from families with over 


$15,000, adjusted: familty income. an the’ GLP. in 967-68), 


the interest.subsidy per dollar: of Ioan in the. two programs 


was the same - no interest during enrollment, 3 per cent 
during repayment. 

In 1968-69, two significant changes took place in the 
loan programs. First, the subsidy per dollar'tof loan in 
the GLP was significantly reduced by the stipulation that 
students pay all interest (raised to 7 per cent maximum 
during 1968-69) during repayment period. Secondly, in 
1968-69, the rate of growth in the volume of GLP loans 
exceeded 50 per cent, while the NDSL expanded at a more 
modes Eli? per cents These two trends have opposing 
implacations, for distrabuticon: “the reduction in ithe 6EP 
subsidy rate increases the share of the lowest ‘income 
groups in the subsidy total, while the lesser growth in 
the NDSL program reduces the poor's subsidy share. 

The impact of these changes on the distribution of 
subsidies is shown in Table 32. The reduced subsidy in 
the GLP dominated the scene and there was a small, but 
noticeable, shift in subsidy distribution toward the lower 
end of the income distribution. 

When all is said and done about the distribution of 
subsidies implicit in the U.S. federal loans programs, 


it camoun te: to. this: 


AMES 


a.) About 30. per cent .of the tsubsidiés ~ ($52°miliier 
in 1967-68 and $67 million in 1968-69) - flow to students 
from families below $6,000 in income. This share is 
much higher than the incidence of such’ groups in the 


college population, but not much different from the j 


incidence of such) families vin the populations 

De) -Only about, 124245 "per cent of the subsidies *— 
Cover $25 million in 1967-68 and 1968-69). - flows to 
students from families with incomes above $15,000, 
well below that group's share of all college students, 
but not much different from that group's share of “the 
population. 

é.) ) The 60 per centJof all college students. whose 


family income lies between $6,000 and $15,000 receive 


about’ 57-pexr ‘cent of the subsidies: °$105-million ima 
1967-68 and $119 million in 1968-69. There is no 
Significant redistributionwi thin thisrrdnge ieee 


grants could just as well have been dropped from 

airplanes over college campuses. 

Neither assumption so far reviewed - that all borrowers 
are induced enrollees or that no borrowers are induced to 
enroll by loan programs - is likely to be true. The 
benefits of these programs are a mixture of enrollment 
and finance-subsidy effects. The mixture is dependent 
upon the effects of pure loans and subsidies on college 


attendance rates and on expenditures for higher education. 


t 


thais.section has’ described the distributioneof potemtiel 
benefits of existing loan programs. From a public policy 
point of view, it is important for government decision- 
makers to supply their own valuations to (a) who gets 
the benefits and! €b) the type of, benefits. 

But more than half of the benefits of loan programs 
accrue to students from families with over $7,500 income. 
These benefits are partly in the form of providing access 
to capital markets and a good case can be made for creating 
such access for all income classes. But the greater 
accessibility to capital markets was accompanied in 1968-69 
by over $100 million in subsidies to students whose incomes 
exceeded $7,500. Such subsidies cannot be defended on 
egalitarian grounds; they have nothing to do with capital 
market accessibility; and they produce inequities: when 
viewed as forms of general subsidy to higher education. 

Federal grant and work-study programs’ are even more 
highly targeted. NDSL should be thought of as competing 
with these programs for the enrollment rate equalization 
objective. In 1967-68, the distribution of recipients 
in the Educational Opportunity Grant (EOG) and College 


Work-Study (CWS) programs was as follows: 


aba 


Table 33 

: 

Gross Income : 
30:08 
SSeS “$e 


7,499 


225 0.00 


and over 


Source: Fiscal Operations Reports, Office of 
Education, Division Of, otudent Financiat 
Aid 
In order to give special aid to lower income students, 
a subsidized and targeted loan program probably has a role 
to play. There is, however, no evidence that the current 
rate of subsidy of NDSL is adequate (or overly generous) , 
nor has it been established that a subsidized loan is 
preferable to a straight grant for equalizing purposes. 
An even higher concentration of the funds to low-income 
students would clearly establish NDSL as an enrolliment- 
equalizing program. 
There is reason for the federal government to mzintain 
a program to provide access to capital markets to all 
students. This can be accomplished easily through 
guarantees of private loans as in GLP. There being no 


good reason for the federal government to control who 


ey. 


gets such loans, the private market (as opposed to a direct 
loan) approach seems sensible. But such loans should be 
completely unsubsidized. Under these conditions, a 
program such as GLP would be a proper instrument for 
carrying out a public objective. 


General subsidies to higher education by the federal 


government may be warranted. If so, a new instrument of 
public policy is necessary: one which spreads the benefits 
more or less universally among college students. Dn aro 


way do existing loan programs meet this requirement and 
since "willingness to borrow" is never likely to corres- 
pond to "warrant a public subsidy," no loan program is 
likely ever to be a suitable vehicle for general subsidies. 
General student grants, institutional grants based on 
enrollment, federal support of two years of college are 


all possible routes to general subsidy. 


CHAPTER V 


Implication of Alternative Methods of Financing 

The previous sections of this report outline some of 
the proposals which have been forwarded as alternatives to 
financing post-secondary education. Their presentation 
is in the context of defining how they operate and their 
limitations. Loan schemes have predominated. The 
orientation towards loan schemes is a concession to 
American influence where these schemes play a much more 
Significant role. Their private higher education sector 
is much larger and the orientation is towards finding means 


of ensuring that this sector (and hence prestigious 


universities such as Harvard, Yale, Stanford etc.) continue. 


In Canada and particularly in Ontario, the problem of 
private post-secondary education plays a much smaller role. 
It is generally conceded that benefits accrue both to 

the private individual and to society through post- 
secondary training. The only question lies in how much 
should society pay and how much of the cost should be 
borne by the student or his family. This question touches 
on many relevant issues, such as the relative allocation 

of benefits, and the political objectives and trade-offs. 
But operationally, the question reduces to a compromise 


based on: 
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a.) how much can the student afford to pay? 

b.) how much can society afford to pay? 

G.). how-much ts either willing ote pay? 

The question of how much the student can afford to pay 
has been touched on in the section on tolerability criteria 
ot Loans “CChapter-DlVv)r. Some levels, or measures, of 
tolerability have been suggested by Daniere and Hartman. 
The indications appear to be that the student cannot afford 
to completely pay for his education without suffering some 
financial hardships (i.e., the loan amounts which could 
comfortably be tolerated lie well below the full costs of 
post-secondary education). 

The question of how much society can afford to pay is 
confounded with the issue of relative allocation of 
resources among competing public sectors. Only, the 
question of what the expected costs are under various 
conditions is readily amenable to analysis. 

1. The Effects of American Loan Programs 

The way in which a program is viewed may drastically 
alter the perceptions about such a program. This 

section compares the two largest American loan programs , 

the National Defense Student Loan (NDSL) and the 

Guaranteed Loan Program (GLP). (The NDSL has also 

previously been referred to as NDEA, National Defense 


Education Act Loans.) Both programs involve a maximum 


ten-year repayment term once the repayment period begins. 


Lg 


Table 34 


FISCAL YEARS 1968 and 1969, PROGRAM INFORMATION: NDSL AND GLP 


Number of Borrowers 429,000 442,000 585,408 “757.000 


Kainwea b.boan, Volume 
CS. Misia ons) DT Siva 26 Soak: 3 58 687.0 


Borrowers' Interest Rate 
During Enrollment, Military 


(Percent) 


Borrowers' Interest Rate 
During Repayment 
(Percent) 


Interest 
Return to Lender 
(Percent ) 


Other Benefits 
Teacher Cancellation 
CSoMiliivons) 


ake 


* NDSL is a direct loan program. The ultimate lender cannot 
be determined. We use the interest rate for the private GLF 
as a measure of the foregone interest in this program. 


Source: Budget of the U.S. and Budget Justifications, U.S. 
Department of Health, Education and Welfare. 


Hartman, Public Policy 
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FEDERAL BUDGET INFORMATION: NDSL AND GLP 
FISCAL YEARS 1968-69 


NDSL 
Federal Capital Contributions ($ Millions) Loa 190.0 
Reimbursements for Teacher | 
Cancellations ($ Millions) Lie Jiggs 
Total Federal Budget ($ Millions) LS Oiset: 191.4 
"Budget cost per dollor of loan" ($) | ee, 
"Budget cost per borrower" ($) 420. 433. 

GLP 
Advances for Reserve Funds ($ Millions) 7.9 ty 
Interest Payments ($ Millions) S20 6 50 
Total Federal Budget ($ Millions) 39.9 69.7 
"Budget cost per dollar of loan" ($) .09 pale 
"Budget cost per borrower" ($) ye 89. 


source: Hartman, Public Policy 


ay. 


The contrast in lessons to be learned from Tables 34 
and 35 1S SEP King . In Table 34, we see that in fiscal 
1968 the GLP encouraged almost twice as many dollars 
into student loans as the NDSL program. But the 
federal budget makes the latter program look 4-1/2 
times bigger than the former in that year. The NDSL 
program loan volume increased about $30 million, or 14 
per cent between the two years; but the federal budget 


shows only a $10 million, or 6 per cent, increase between 


tie “years: For the GLP, the annual growth of new loan 
volume was 34 per cent; budget “costs for that preogmaas 
increased even faster, rising 75 per cent. These 
discrepancies between the actual relative sizes and growth 
rates of the two programs and their budgetary levelamam 
changes stem from one factor. That factor is the» "age" 
or state of maturity of the programs. At some later 

date in the programs' lives the federal budget will 

show much larger charges for GLP than NDSL. 

Each program's budget level in relation to program 
(new loan volume) level will evolve differently. In 
the early stages of the NDSL program, federal capital 
contributions must be maintained at a high level 
Poe ee new loan volume to sustain that loan 
volume. At a later stage, as repayments mount, 
annual federal budget reductions are compatible with 


a growing loan volume, as the repayments supply the 


ny ee ee 


loan principle required. At "maturity" in a modestly 


growing NDSL program, federal budget contributions will 


become very small, limited to supplying a part of the 
annual growth in the program, as the revolving fund of 


repayments and interest carry the major burden of 


finance. In contrast, in a modestly growing interest- 


subsidy program of the GLP type, early years involve 
very small interest charges. But as the volume of 
outstanding loans grows, so do the interest costs. 


The growth in interest payments in this program levels 


off as repayments reduce the amount of outstanding loans. 


Figure 3 illustrates these trends for a direct and 


interest-subsidy program of common program levels. dle: 


both cases, it is assumed that 1967-68 rules govern 
and that defaults and teacher cancellations are nil. 


By 1968-69, the program volume had grown to $952 


Middizon Of this total, interest subsidies. represented 


$21 maid tion. Tm-the,r GLP the: interest ‘subsi dyeis 
entirely accounted for by the absence of any interest 
charge during enrollment, military service, etc., 
while in NDSL the subsidy attributable to low interest 
gene repayment also persists. As eters eis 3 
rose from 1967-68, the subsidy value of the constant 
terms of the NDSL increased. Between 1967-68 and 
1968-69 the net result is that the subsidy implicit in 


the NDSL increased both per dollar of loan and in the 


E23 


Figure 3 


RELATIVE DOLLAR OUTLAYS REQUIRED OVER TIME BY 
GLP AND NDSL PROGRAMS 


Program 
Level 

Do ierars 

per 

Year Budgetreoses 


required to 
sustain program 
level: GLP 


Budget caer 
required to 
sustain program 
level: NDSL 


Time 


Source: Hartman, Public Policy 


aggregate, while the implicit subsidy of the GLP was 


Significantly reduced per dollar of loan (although it 


2S 


is still substantial) but rose slightly in the aggregate. 


The implications of the above indicate that there 
are real differences between the two programs. In the 
long run it appears that the money required to sustain 
the NDSL would be much smaller than that required to 
sustain the GLP. It 1s not clear that the:total dollar 
outlay for NDSL would be less than for GLP. 

It seems likely that heavy reliance will continue to 
be placed on the GLP. it Thasitat very. low. budgemmeost 
per dollar of loan and is more in keeping with the 
prevailing philosophy of passing more of the educational 
costseon tothe student, 

2. Contingent Repayment Assistance Schemes 

A number of income-related loan schemes have been 
suggested and their qualitative attributes discussed. 
The financial implications of such plans have not 
thoroughly been investigated. A study by Stager and 
Cookt tested the implications of such a tax scheme 


which offers a method of eliminating the financial 


barriers to post-secondary education and yet distributing 


the burden of finance among those who benefit monetarily 


from that education. 


1 oook and Stager, Student Financial Assistance Programs 
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A number of simulations were performed using the 
assumptions of a 4 per cent growth rate of income, a 
5 per cent growth rate of costs, a 30-year repayment 
period and a minimum income of $4,000 for non-working 
married women. All enrolled students were assumed to 
borrow to the allowable maximum. (See Table 36.) 

Simulation I assumes that the present weighted 
average tuition remains constant, and therefore declines 
as a percentage. of total costs; that students are 
permitted to borrow up to the ceiling of actual tuition 
and room and board costs; that no grant component is 
provided. 

Simulation II differs from I only insofar as tuition 
is raised from the present weighted average to the 
estimated full cost of education per student. Again, 
borrowing up to the level set by full tuition and #eoe@e 
of room and board is permitted with no grants provided. 

Simulation III allows for a gradual transition over 
a 10-year period. In the first year of the fund, 
students are permitted to borrow the amount required 
to cover current tuition and room and board. Of the 
total out-flows from the fund only 60. per cent would 
be sae ee loan and therefore repayable and 40 per 
cent would be considered grant. By the tenth yearsog 
the fund's operation, however, students would be per- 


mitted to borrow the amount required for full-cost 
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Table 36 


fniternaly kate of. kheturn sto Fund by, Opt-Out, Rates CR), 


Tax Rate (T) and Simulation Number 


Simulation. £ 


Simulation 11 


Samudetion.LLi 


Source: Cook and Stager, Student Financial Assistance 
Programs. 


tuition and to cover the earnings they forego as a 
result of being in school. By the tenth year all 
fund payments would be in the form of loans. 

Table 36 shows the internal rates of return obtained 
from various combinations of opt-out rate and tax rate 
for each simulation. The ceiling on borrowing is raised. 
progressively from Simulation I to Simulation III 
resulting in a fall. in,intermal rate of return fon wang 
given combination of opt-out rate and tax rate. The 
rates of return in Simulation III are even lower because 
they are computed over a period where part of the fund's 
payments were in the form of non-repayable grants. 

Table 37 shows the fund balance and service charge 
at selected intervals when the opt-out rate is 10 per 
cent and the repayment rate is 7.5 per cent. rhe 
internal rates of return consistent with these panes 
meter values are 8.9 per cent, 6.1 per cent and 5.4 per 
cent ‘for Simulations,1, II and III respectively. Over 
the 30-year period, then, losses result from Simulations 
II and III, which must be made up from general revenues 

Simulation I exhibits a high. rate of return tomeae 
fund, but general revenue would be required to make 
larger and larger contributions to meet growing real 
costs of education. Simulations II and III show 
smaller rates of return to the fund requiring a subsidy 


to meet the cost of government borrowing, but lower 


Taber / 
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DS SELECTED TNT ERVAGS KOR SSIMUSATIONS»Iev27 and hit 


Comma eons) 


Year of 
Fund 
Operation 


Simulation 1 Simulation If Simutation (ie 


~94 47. 


eZ 


224. 


20 OleOle CR 


ATS ad | BS Tals 


source: Cook and Stager, Student Financial Assistance 
Programs. 
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FUND BALANCE AND SERVICE AT SELECTED. INTERVALS 


BY ASSUMED GROWTH RATE OF INCOME FOR, oi MUGATIONM TE 


(Somer von) 


Year of 
Fund 
Operation 


2% Growth Rate 3% Growth Rate 4% Growth Rate 


- 418.1 - 418.1 


aL SO ah oO eo ee OLE eal - 3234.0 


PMT ENG) Atehs Eaee par = / 309726 pe AI gC Tes) 


= LZ Oy ooo. -12095.8 -11654.2 


Source: Cook and Stager, Student Financial Assistance 
Programs. 


demand on general revenue to finance the direct costs 


of education. 


Rates of return and fund balances differ not only as 


a result of different values of policy parameters but 
also according to different assumptions about the data. 
Simulation II was run using growth rates of income of 
2. percents 3. per cemt. and, 4. per centY with mes 7 oper 
eent. and _K = 8 per cent. The mean rates ae return 
over the first 15 fully-participating cohorts were 3.4 
per cent, 4.4 per cent and 5.3 per cent respectively. 
The corresponding fund flows appear in Table 38. 

In order for the repayment plan to show internal 
pates.of return arotind 7 per cent under the full’cést 
tuition assumption it appears that tax surcharge rates 


of 10 per cent would be required. These repayment 


DSL 


levels are quite high and are well above the "comfortable" 


repayment levels suggested by Daniere (7.5 per cent of 


after-tax income) or Hartman (6 per cent of gross income). 


ite. aniakely that usuch, auplan would, attractumany, 
borrowers. 
oe aeuunes Coste (OL OSAP 

The total value of OSAP grants has risen from about 


$5 million in 1966-67 (the first year of the program) 


Tomo 72. me biden: ine LoS 6 9: This rapid increase is due 


not only to the increase in enrollment, but also to 


the more generous provisions introduced in 1967-68 to 
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Table’ 39 


Projected Expenditures for Ontario 
Student Award Program Grants to 1979/80 


Of 


Full-Time Enrolment FT Enrol. Number of Grant Recipients 
Receivin 


1969/70) L974 7715" 1979/80 Grants‘ 1969/70 1974/75 T9zo7ee 


Assuming 
Teachers 
Colleges 
Remain 
Universities 200s 00.) 9595600—3213;,.700 a 375337 58,340 --/65Ga8 
Undergraduates 83,800 132,100 172,600 42.5 36,113 56,140 \7Syeee 
Graduates US, 300e a7 7 O0be ey a. OO 8.0 1,224 2,200 3,308 
Teachers Coll- . 
eges GRO9ee VL ese su Les IS 29-0 DO. 3390 3,630 
CAAT B5s600e = 66,72) 1 S(L03 38.8 13,832  26;670:" S72 
Others* 1,100 186) 1,100 shy a) bez 132 32 


Assuming Teachers 
Colleges Incorp. in 


Universities (1 year course ) 


Universities TOO OOOO 05 Uso 226 EOS a 373337 » 689245 L965 
Undergraduates 84,800 143,636 185,095 24.5 86 603 61,045 718,665 
Graduates oes OUL We 2 O00 see Ha O0 8.0 1,224 (ROADS 3000 

Teachers 

Colleges 35093 = ~ Uslen 2 Oat - - 

(CAAT and J 

others, as 

above ) 


NOTES: 1. Nursing schools are excluded since grants to nursing students 
have been negligible, i.e. less than 0.5 per cent of total 
grants. 


2. 1968/69 percentage is assumed to remain constant. 


a. This percentage was 37.3 for 1968/69 but changes as the 
relative proportions of undergraduate and graduate enrolment 
change. When teachers college students are included in 
universities, the undergraduate recipient rate is used. 


Source: Cook and Stager, Student Financial Assistance Programs 


raise the per student grant by about 65 per cent. 

A number of projections are made, based on the 
following assumptions: 

a.) that at each type of institution the percentage 

of students living at home does not change; 

b.) that the percentage of students who are married 

or who enrol in post-secondary institutions after a 

year of employment does not change; 

Gs.) - Sthat ithe sex “dis tinibutiom ofgstudentsseby 

institution ,.does not «change. 

d)8 that.therdistribution of students ~byxtaniuly 

income levels and so Ssreens dependents does not 

change ; 

e.) that the percentage of students who attend 

for three or more continuous semesters does not 

change; 

f.) that there are no significant changes in the 

opportunities to accumulate savings from summer 

earnings. 

The projections are summarized in Table 40. 

Rrojection A shows the effect of the changing. 
distribution of enrollment between undergraduate and 
graduate levels of the universities and among the 
different types of post-secondary institutions. aie 
is assumed that the teachers'colleges will remain as 


separate institutions, continuing to offer a one-year 
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PROJECTED EXPENDITURES FOR 


Table 40 


ONTARIO STUDENT AWARD PROGRAM GRANTS TO 1979-80 


Projection At 


Universities 
Undergraduates 
Graduates 

Teachers Colleges 

CAAT 

Others 

Totals 


Projection B 


Universities 
Undergraduates 
Graduates 

Teachers Colleges 

(CAAT and others, 

Totals 


as above) 


Projection C 


Universities 
Undergraduates 

Graduates 

GhycowrohAL and othens. as 
in A) 

Hotasks 


Projection D 


Universities 
Undergraduates 
Teachers 
Graduates 

Teachers Colleges 

CAAT 

Others 

Totals 


Proyection 5 


Universities 
Undergraduates 


Average Grant 


Total Grants 
($ millions) 


69-70 74-75 79-80 69-70 74-75 79-80 


$509 
510 
470 
307 
2u5 
223 


509 
540 
470 
S07, 


509 
510 
470 


509 
510 
470 
30:7 


245 
233 


209 
BED 


432 
431 
470 


474 
476 
437 
519 
Ue al 
256 


521 
524 


431 
427 
470 


514 
514 
478 
sa ite 
298 
282 


631 
6d 


LOGO 
18.42 


135 


Table 40 (Cont'd.) 
69-70 74-75 79-80 69-70 74-75 79-80 
Pooneccionr 2b -Cont'd 5) 


Teachers 463 587 


Graduates 470 SA 696 
Teachers Colleges 307 - ~ 
CAAT 245 298 36.0 
Others 238 286 Che 
Totals 


sources: Average Grants for 1969-70 are estimated data 
provided by the Department of University Affairs. 
These averages are assumed constant to 1979-80. 
The average for universities changes with changing 
graduate and undergraduate proportions of total 
enrolment. 


See Cook and Stager, Student Financial Assistance 
Program. 


Notes: 1. See text for description of Projections. 
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program. Nursing schools are omitted from the tables. 

The average grants for each institution are held 
constant at the 1968-69 levels, although the average 
grant for universities is allowed to vary with the 
changing ratio of undergraduates to graduate students. 
The percentage of students enrolled who receive grants 
at each institution is assumed to remain constant at 
the 1968-69 level. 

Projection B is similar to Projection A except thar 
teachers' colleges are assumed to be incorporated in the 
universities by 1974-75. It is also assumed that the 
enrollment for teacher training would not be affected 
by this institutional change and that the enrollment 
projections for teachers' colleges can be added to the 
universities' enrollment. The "teachers college" 
students are treated in the same way as undergraduates 
when they are included in the universities. 

Projection C assumes all conditions described in 
Projection A. In -additionm the distributionwonseme 
total under-graduate enrollment by faculty is assumed 
to change over time. 

The effect of taking account. of~faculty distyvi Diugewan 
of enrollment is that the projected 1979-80 costs of the 
OSAP grants are reduced by about 15 per cent. Li eosirs 
were not held constant then this difference would be 


greater. 


13.7 


In Projection D teachers! colleges are incorporated 
into the universities. and the distribution of under- 
graduate enrollment altered as in Projection C. The 
total enrollment projections by type of institution 
remain as in Projection B. Rather than holding costs 
constant, the real costs of education and real family 
incomes were increased with net effect of increasing 
OSAP Grants-ae a »prate.on 2 \per cent -per*yean: The 
effect of increasing family incomes is to require 
families to make a progressively larger contribution 
and thus reduce the OSAP contribution. This effect 
will probably be offset in part by rising real costs 
of students' expenditures. 

For Projection E the same conditions described for 
Projection D prevail except that real costs are increased 
such that the real value of the OSAP grant increases by 
PDE Cent. per, yaam. 

y. Distribution and Cost of Grants in Ontario 

The amount of grant a student receives depends almost 
entirely on the financial background and size of his 
family. lt evaries saccording=to Nis) anconevle ve muawd 
number of dependents and usually, some portion of the 
costs of a student's education is assumed to be funded 
by the student. and his family. The impact of variation 
in contribution based on a portion of discretionary 


income (defined as total income reduced by taxes, the 
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amount of income provided for base living costs of 
parents, and the income required for each additional 
dependent) is described in terms of the distribution 
Ofsgrants by iancome ‘class and dependents anda i. 
expected costs..of, such a, program, overm the: years 

eS —6:95 06. 4278 -/.o: 

The present maximum grant for university students 
under OSAP is approximately $600. Table 41 shows the 
per student grant by maximum size of grant, and expected 
contribution of student (a)’as a proportion Of discrer 
tionary income and number of dependents, when $20.5 
mission, «Ca =) 22), aria. -Sibs seem Ome Cal = 2.0 yeace 
distributed among university students according to our 
criteria. The $20.5 million approximates the’ ¢yane 
component of the 1968-69 OSAP awards to university | - 
students. The maximum grant for students presently 
enrolled in the Colleges of applied arts and technology 
is about $490. Table 42 shows the distribution of 
grants to students at the CAATs by size of maximum 


grant, expected contribution of student (a) and number 


of dependents, when $7.4 middion: Ca = ~2)° and Gomes 
Million (a = .5) are distributed among students -ag 
CAATs. The $7.4 million approximates the grant 


presently provided through OSAP. 
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Tables 42 and 43 show the estimated government outlay 
required to support various grant programs over the next 
ten years. The distribution of students by income 
class was obtained from survey results from a sample 
of the Canadian post-secondary student population and 
the same distribution assumed for the next ten a eaven 
The ‘distribution of, students by number of. dependeimnes 
im the family was .assumed»to be thateof. thes loee3Ge 
OSAP award recipients. Insofar as the grant program 
itself results in a more than proportionate increase 
in the lower income groups, these figures will under= 
estimate the budget required to provide the inaieaeee 
level of benefits. Table- 43 shows -that ‘the’ ¢Vraire 
component required to provide the present level of 
benefits will increase by about 133 per cent overares 
years. An immediate doubling of the present level of 
benefits to low-income S prdehes would result in an 
instantaneous increase in total grants of about 1308 


per. Cent 
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Table 42 


PRESENT COST OF PROGRAM PROVIDING $600 MAXIMUM UNIVERSITY GRANT 
AND $490 CAAT GRANT BY INSTITUTION, EXPECTED CONTRIBUTION OF 
STUDENT (a) AND YEAR (MILLIONS OF DOLLARS) 


Totak 
University University {CAAT 
Teachers, Nurses 


1969-70 20.5 Wecree Tt Sali 29.4 20 | 
jithaypn DiS 15.8 9.1 TO 34.3 22 | 
Fas sh? 26.4 ee OMG chy, 38.8 27.5 | 
FO 73 29.5 19.9 ORS 9.5 44.0 Slee | 
To, CW Ne D2t0 IE. ‘let t0 49.3 34.9 | 
74-75 36.5 2u.5 16.5 He7 55.6 39.1 
75-76 39.4 26.5 Tess dill 13.9 60.4 42.5 
76-77 42.3 28.9 19.9 15.3 65.9 46.4 
i718 46.2 31.1. 22s 16.9 71.6 50.5 
78-79 49.9 33.6 Diss He a8 Teal 55.1 


Source: Cook and Stager, Student Financial Assistance Programs 


COST OF PROGRAM PROVIDING A $1100 MAXIMUM UNIVERSITY GRANT AND 


Table 43 


$900 CAAT GRANT BY INSTITUTION: EXPECTED CONTRIBUTION OF 


1969-70 
70-71 
71-72 
72-73 
73-74 
74-75 
75-76 
76-77 
77-78 


78-79 


Source: 


STUDENT (a) AND YEAR (MILLIONS OF DOLLARS) 


Total 
University University, CAAT 
Teachers, Nurses 


Cook and Stager, Student Financial Assistance Programs 
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CHAPTER VI 


Summary and Conclusions 

The present system of financing post-secondary education in 
Ontario has evolved over a very short time frame (stemming 
from around 1920) and is more a product of historical chance 
than of rational comprehensive schemes containing a single 
set of objectives. The price of obtaining this system has 
been the demise of private higher institutions and an almost 
complete reliance on federal-provincial subsidies. Such a 
system, of necessity, is responsive to the bodies which lend 
it financial support rather than the consumers of the process 
Case, the -students) . Under such a system the particular 
problems of the student, such as individual financing, have 
not been given great consideration. It is unlikely that the 
pattern of financing,i.e. contributions by federal and pace 
vincial governments and private individuals, will change. The 
present system works quite well and it is unlikely that any of 


the participants will withdraw. 


The escalating costs of post-secondary education, especially 3 


in the decade of the 1960s, have led to an increasing demand 
and need -Tor publicuisubsi-dy. Initially, public contributions 
were made automatically as education was viewed as a right - 

a view conditioned in part by the free primary and secondary 
school systems in education. As the levels of expenditures 
rose, taxpayers began to question the uses to which their 


money was put and the returns or benefits received from the 
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process. Increasingly the traditional investment argument 
for education became discounted. The emergence of large 
numbers of graduates has reduced the demand for a once-scarce 
commodity (as witnessed by the increasing job shortage among 
graduates). This has reinforced the concept that education 
is a consumption good, providing monetary and psychic benefits 
primarily to the student, with reduced external societal 
benefits. Empirical studies indicating high private rates 
of return to post-secondary education with much lower returns 
to society have triggered a re-evaluation of the costs which 
Should be borne by students. In the coming decade the 
student will be asked to bear an increasing share of the 
costs of education, a share more commensurate with the 
evaluation of monetary and psychic benefits derived from 
the process. 

The social objectives of any scheme for financing post- 
secondary education are expressed as: 

a.) To reduce inequality of opportunity to post-secondary 

education. Equality of opportunity has been defined in 

a number of contexts, but essentially it means that the 

opportunity of a student from a lower socio-economic back- 

ground to further his education should be the same as that 

of one from a higher socio-economic background. One of 

the major barriers to equality of opportunity has been 

the lack of financial resources and it is this obstacle 


which society is attempting to eliminate. 
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b.) To transfer the cost burden to those who are able To 
pay. It is recognized that most of the subsidies to 
higher education (i.e. operating grants, capital grants) 
are distributed among the student body without discrimi- 
nation of “ability-«to-pay. Clearly, money could be distri- 
buted more efficiently if the funds were allocated differen- 
tially on the basis of need. This could be achieved 
through the application of variable tuition rates. 
c.) To encourage entrance into programs of study which 
rate high on the social priority list. Lp publ we 
subsidies were not provided in socially desirable programs 
such as theology, medicine, and music, and if resource 
allocation decisions were made on purely economic grounds, 
the quality of life could be seriously impaired. There 
is, then, a need to endure the existence of certain kinds 
of education even though they are economically unprofitable. 
d.) To encourage academic excellence. Recognition must 
be given to the fact that academic excellence should hee 
encouraged, and that this encouragement requires financial 
outlays beyond the ordinary expenditures. These expen- 
ditures should be made independent of socio-economic class 
as society will probably benefit to a much greater degree. 
The extremist viewpoints on education are represented by 
the advocates of free tuition on the one hand and full cost 
tuition on the other (with a wide choice of alternatives and 


the present system lying somewhere in between). The’ cost 


te a, Meee oie Gee a. 
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of educating a student is very high. Full cost tuition 
would practically eliminate students from low socio-economic 
backgrounds and heavily skew the demand for education towards 
the upper classes. Free tuition would probably increase 
demand beyond the levels which taxpayers would tolerate or 
could afford. It would also reduce the tendency to discri- 
minate between institutions and between programs. 

The answer to the fundamental questions about any financing 
scheme depend on the answers to 

a.) owhat are the costs? 

bewta- wheat. cans the. student atfordsto (pay? 

Ge.) Wwhacbacan the iwtaxpayer, aiford to. pay: 

di). -what are they willing: to ‘pay? 

The final resolution of the degree of student subsidy is 
basically a political decision. The; resolution» hinges, on 
a definition of what is a tolerable level of educational 
payment (or repayment) for the student. The taxpayer 1s 
presently funding about 86 per cent of the present direct 
costs of post-secondary education while the student bears 
only 12 per cent (with the remainder obtained from private 
sources). It seems unlikely that any reasonable criterion 
of tolerability would increase the taxpayers! share of ..the 
costs. More probably, the student Ls /ablesto payea much 
greater proportion of the costs especially in the high 


return programs such as dentistry and medicine. 
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The decision on the proportion of cost sharing between 
the student and the government depends on a number of criteria, 
some of which are listed below: 
a.) Initial Outlay required - the maximum outlay would be 
demanded from free or zero-cost tuition as this is equiva- 
Jent “te- a total grant. ‘scheme. The opposite extreme would 
be defined by private unsubsidized loans obtained at 
commercial banks. 
bs) Tolerability of Payment criteria Dased” on 
i)«the students’ ability. to payj*ili) thé taxpayers "abiairey 
toLpay bil) “an ‘acceptable. levelvofP repayments as a)pres 
portion of“income. 
c.) Redistributive Impact - the socio-economic "targetting" 
impact of various loan or grant schemes affects the distri- 
bution of participants in post-secondary education. as, 
is important that these programs are directed towards and 
attract large segments of the student population or their 
impact is minimized. 
d.) Subsidization - the degree of subsidization is 
measured by the degree to which the program is not self- 
supporting through such mechanisms as deferred payments, 
reduced (i.e. below market) interest rates, forgiveness 


Features etc. 
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Financing Schemes are defined through: 

a.) Grants administered through the student or through 

the institution or ‘both. If the grants are administered 

through the institution then the institution retains a 

large degree of autonomy and needs to be less responsive 

to student demands. A secondary impact of administering 
through the institution is that "targetting" of funds ‘to 
specific socio-economic groups is much more Git ewir. 

Conversely, if responsiveness to student demands and 

redistribution of income is required then the funds 

should be channelled through the students. 

b.) Loans - loan plans may be either subsidized or 

unsubsidized. Of the unsubsidized schemes there: are 

only private commercial loans taken out by students. 

The subsidized loans are divided into two categories, 

i) income related loan plans, and ii) guaranteed loan 

programs (with or without subsidized interest rates). 

The orientation of tuition towards full cost implies a 
much heavier reliance on student loan schemes in the future. 
The advantages of income related loan schemes are that 

a.) No borrower need restrict his investment in education 

because of concern about a large debt which he sould not 

repay. This should encourage students to borrow and 
income barriers to attendance at a college would be 


drastically reduced. 


a 
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b.) By extending repayment periods to 30 or 40 years z 

instead of the present typical 10 years, the students ; 

may borrow much larger sums for their education. 4 

C.J.) uhe availability of the loans2as not directly 4 

affected by the state of the money market. 3 

d.) The plan makes young people more responsible for 4 

their own education as they have borrowed against their 4 

future incomes and have not relied on the largess of ‘ 

parents or society. 3 

e.) Large government programs are most easily administered 4 
when there is no need for discrimination among recipients. 

There are also a number of disadvantages to these plans 4 

and they can be summarized in the following comments: 

a.) Students with high income prospects, or with parents 4 

% 


of high income, tend not to use the plan, since they can 


tap other sources, including the banks, for funds. Thus 


the children of low income earners will be most dependent 
on this plan, and it may not become self-sufficient. 


b.) Social and political pressure could be brought to 


~ 


x fae FAS : : ‘ wat oe w . 
a eae P ‘ —— folk sh so mw Pi wie ai A Pe 2. ey —" 
a = ee eo IN eee ee ee ee Ry Ee Be ae ee ee Se eT ee a ey es | 


CS 
a 


bear upon students, by refusing them lending privileges. 
c.) Large increase in fees could occur. 

ad.) Women would carry a negative dowry into marriage. 
A number of suggestions can be made about the desirable 


characteristics of student financing programs} 
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a.) The repayment period for loans should be extended 
from the present standard repayment term of 10 years to 
30 and 40 year terms. 

b.) A student loan bank should be set up to ensure that 
students have access to loans even when private capital 
markets cannot, or will not, provide funds. 

c.) Repayment rates for loans should be flexible and 
related to the student's income level and time horizon. 
d.) Opt-out or lump sum repayment features should be 
provided in the terms of the loan repayment agreement 
both to attract high-income earners and to allow the 
potential of quick debt cancellation. 

e.) A number of risk mutualization features should be 
provided to make repayment of loans "comfortable" and reduce 
any unexpected hardships encountered in repaying: 

i) payments should be reduced or suspended during periods 
of reduced earnings or unemployment, and ii) loans should 
be forgiven for families consistently earning incomes 
below some officially recognized minimum level after a 
period of, say, five years. 

f.) Subsidies should be provided in the form of grants. 
The size of these grants should depend on the student's 
ability to pay so that low-income earners or students from 
"Door" families will be attracted to post-secondary 


education. 
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